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CONSIDERATION OF H.R. 3610 


May 28, 1959.—Referred to the House Calendar and ordered to be printed 


Mr. Cotmer, from the Committee on Rules, submitted the following 
REPORT 
[To accompany H. Res. 277] 


The Committee on Rules, having had under consideration House 
Resolution 277, report the same to the House with the recommenda- 
tion that the resolution do pass. 
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EXTENDING THE TIME IN WHICH THE BOSTON 
NATIONAL HISTORIC SITES COMMISSION SHALL 
COMPLETE ITS WORK : 





May 28, 1959.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mrs. Prost, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany H.R 4524] 


The Committee on Interior and Insular Affairs to whom was re- 
ferred the bill (H.R. 4524) extending the time in which the Boston 
National Historic Sites Commission shall complete its work, having 
considered the same, report favorably thereon without amendment 
and recommend that the bill do pass. 


PURPOSE 


H.R. 4524 extends for 1 year from June 16, 1959, the life of the 
Boston National Historic Sites Commission and increment the limita- 
tion on appropriations for the work of the Commission from $60,000 
to $80,000. 

NEED 


The Commission was created by the act of June 16, 1955 (69 Stat. 
136). Its objective is to complete a study of the role that the Federal 
Government, local governmental bodies, and private historical associa- 
tions could undertake regarding the preservation of historic objects 
sites, and buildings in Boston and the vicinity related to the Colonia 
and itevolutionary periods. 

Although the Commission’s life was extended for 1 year by the act 
of July 3, 1958 (72 Stat. 296), its report has not yet been completed. 
The Department of the Interior representatives testified that the Com- 
mission had underestimated the time requirements for the study of 
certain details such as individual property boundaries and appraisals 
of real estate costs. 
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The scope of the Commission’s study and its status is explained in 
a report transmitted by the Commission to the Secretary of the In- 
terior on December 18, 1958, and transmitted by him to the Congress 
on January 20, 1959. This report has been printed as House Docu- 
ment 57, 86th Congress. 

Specifically, additional time and money are needed to complete the 
study of more than 20 outstanding properties related to the Lexington- 
Concord Battle Road along which occurred nationally significant 
events that marked the opening of the War of the American Revolu- 
tion. 

COST 


The request is for an additional $20,000 which would be authorized 
to be appropriated by this measure. 


DEPARTMENTAL REPORT 


The report of the Department of the Interior recommending the 
enactment of H.R. 4524 follows: 


U.S. DeparTMEnT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C., May 7, 1959. 
Hon. Wayne N. AsPINALL, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington, D.C. 

Dear Mr. AspINALL: Your committee has requested a report on 
H.R. 4524, a bill extending the time in which the Boston National 
Historic Sites Commission shall complete its work. 

We recommend the enactment of H.R. 4524. 

The purpose of this legislation is to extend for 1 year the life of the 
Boston National Historic Sites Commission, and to authorize the 
increase of the monetary limitation heretofore placed on the work of 
the Commission from $60,000 to $80,000. 

The act of June 16, 1955 (69 Stat. 136), created the Boston National 
Historic Sites Commission and authorized it to undertake a study of 
historic objects, sites, and buildings in Boston, and the general vi- 
cinity related to the colonial and Revolutionary periods. The study 
is being made for the purpose of ascertaining the role that the Federal 
Government, local governmental bodies, and private historical asso- 
ciations should well rtake regarding the future preservation of these 
properties. The life of the Commission was extended to June 16, 
1959, by the act of July 3, 1958 (72 Stat. 296). 

Substantial evidence of the scope of the Commission’s task has been 
furnished in a special interim report transmitted by the Commission 
to the Secretary of the Interior, December 18, 1958, and transmitted 
by him to the President of the Senate and the Speaker of the House on 
January 20, 1959. This interim report was discussed more fully in 
our report to your committee on H.R, 1932, a bill to provide for the 
establishment of Minute Man National Historical Park in Massa- 
chusetts, and for other purposes. 

The preparation of this report demanded an intensive study of the 
many comprehensive and complex problems relating to the Lexington- 
Concord Battle Road along which occurred nationally significant 
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events that marked the opening of the War of the American Revolu- 
tion on April 18 and 19, 1775. 

In addition to the investigations of historic properties, the work in 
connection with this report has also involved the determinations of 
individual property boundaries, appraisals of real estate costs and 
other factors of time and expense not fully anticipated as the basis for 
the Commission’s recommendations, which include the specific pro- 
posal to establish a national historical park. As a result, completion 
of the Commission’s studies of important historical preservation 
problems in the municipality of Boston itself and in outlying environs 
other than the Lexington-Concord area has been delayed. 

It will, therefore, require another year to complete the inventory 
and analysis of the more than 20 outstanding properties or groups of 

roperties included in the Colonial and Revolutionary periods that 

have already been adjudged worthy of further consideration by the 
Commission. In addition to that, it will be necessary to ascertain 
and recommend an adequate historical marking program for sites 
where original structures no longer exist; and, generally, to prepare 
recommendations for the promotion of public visitation and under- 
standing of historic sites and structures whether preserved by the 
agencies of the Federal Government, or State or local governments, 
or by private associations or societies. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report to your committee. 

Sincerely yours, 
Rocer Ernst, 
Assistant Secretary of the Interior. 


COMMITTEE RECOMMENDATION 


The Committee on Interior and Insular Affairs recommends 
enactment of H.R. 4524. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


Act or JuNE 16, 1955 (69 Strat. 136), As AMENDED 


* * * * * * * 


Src. 4. The Commission shall (a) make an inventory and study of 
the historic objects, sites, buildings, and other historic properties of 
Boston and the general vicinity thereof, including comparative -real 
estate costs; (b) prepare an analysis of the existing condition and 
state of care of such properties; (c) recommend such programs by the 
local, State, or Federal governments and cooperating societies for the 
future preservation, public use, and appreciation of such properties 
as the Commission shall consider to be in the public interest; and 
(d) prepare a report containing basic factual information relating to 
the foregoing and the recommendations of the Commission thereon. 
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Such report shall be transmitted to the Congress by the Secretary of 
the Interior within [four] five years following the approval of this 
Act and the securing of appropriations for purposes hereof. Upon 
submission of the report to the Congress, the Commission shall cease 
to exist. 

Src. 5. (a) The Secretary of the Interior may appoint and fix the 
compensation, in accordance with the provisions of the civil-service 
laws and the Classification Act of 1949, as amended, of such experts, 
advisers, and other employees, and may make such expenditures, in- 
cluding expenditures for actual ware and subsistence expense of 
members, employees, and witnesses (not exceeding $15 for subsistence 
expense for any one person for any one calendar day), for personal 
services at the seat of government and elsewhere, and for printing 
and binding, as are necessary for the efficient execution of the func- 
tions, powers, and duties of the Commission under this Act. The 
Commission is authorized to utilize voluntary and uncompensated 
services for the purposes of this Act. There is hereby authorized to 
be appropriated, out of any money in the Treasury not otherwise 
appropriated, the sum of [$60,000] $80,000, to carry out the provisions 
of this Act, including printing and binding. 

(b) The Commission shall have the same privilege of free trans- 
mission of official mail matters as is granted by law to officers of the 
United States Government. 
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ONE HUNDREDTH ANNIVERSARY OF THE SETTLEMENT 
OF THE STATE OF COLORADO AND IN COMMEMORA- 
TION OF THE ESTABLISHMENT OF THE U.S. AIR FORCE 
ACADEMY 


May 28, 1959.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Spence, from the Committee on Banking and Currency, sub- 
mitted the following 


REPORT 


[To accompany H.R. 7290] 


The Committee on Banking and Currency, to whom was referred 
the bill (H.R. 7290) to provide for the striking of medals in com- 
memoration of the 100th anniversary of the settlement of the State 
of Colorado and in commemoration of the establishment of the U.S. 
Air Force Academy, having considered the same, report favorably 
thereon without amendment and recommend that the bill do pass. 

This bill authorizes and directs the Secretary of the Treasury to 
strike and furnish to the Colorado Rush to the Rockies Centennial 
Commission not more than 10,000 silver medals, 15{. inches in diam- 
eter, with suitable emblems, devices, and inscriptions to commemorate 
the 100th anniversary of the settlement of the State of Colorado and 
in commemoration of the establishment of the U.S. Air Force 
Academy. 

The bill would also authorize the manufacture and sale by the mint 
to the public of silver duplicates of the medals upon authorization 
from the Colorado Rush to the Rockies Commission. The striking of 
these medals will result in no cost to the United States. 

It is hoped the bill may be acted on promptly, for reasons explained 
in a letter from Representatives Wayne N. Aspinall, J. Edgar Cheno- 
weth, Byron G. Rogers, and Byron L. Johnson, which is printed as a 
part of this report; and in a letter from Mr. William Thayer Tutt, 
general chairman of the Colorado Rush to the Rockies Centennial, to 
the Honorable Byron Johnson, which is printed as a part of this report. 

The bill has the approval of the Secretary of the Treasury as indi- 
cated by the letter of the Acting Secretary, dated May 22, 1959, 
which is made a part of this report. 

The bill was approved unanimously by your committee. 
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May 20, 1959. 
Hon. Brent Spence, 
Chairman, House Banking and Currency Committee, 
New House Office Building, Washington, D.C. 

Dear Mr. CuHarrMan: We introduced on May 18 four companion 
bills, H.R. 7179, 7183, 7189, and 7205, to provide for the striking of 
medals in commemoration of the 100th anniversary of the settlement 
of the State of Colorado and in commemoration of the establishment 
of the U.S. Air Force Academy. 

Inasmuch as the “rush to the Rockies’ celebration is already 
underway and the Air Force Academy will be dedicated on June 3, 
any effort to expedite the request for reports on this bill and considera- 
tion by the committee will be greatly appreciated by all of us in 
Colorado. 

Sincerely, 
Wayne N. Asprnati, Member of Congress. 
J. Epcar Cuenowetu, Member of Congress. 
Byron G. Roaers, Member of Congress. 
Byron L. Jounson, Member of Congress. 





CENTENNIAL 1859-1959, 
Cotorapo Rusu To THE ROCKIES 
May 22, 1959. 
Hon. Byron JoHNsON, 
Member of Congress, House Office Building, 
Washington, D.C. 

Dear Mr. Jounson: The Colorado State Centennial Commission 
has instructed me to write you pledging full support and authorization 
for the minting of a commemorative medal honoring the 100th an- 
niversary of the settlement of the State of Colorado and the establish- 
ment of the U.S. Air Force Academy. The Governor of Colorado, 
the Honorable Stephen MeNichols, has concurred in and endorsed 
this action of the centennial commission. 

The Colorado “rush to the Rockies’? commenced on the first of this 
year and will end on December 31, with the majority of the great 
events to be held thissummer. In view of the fact that our centennial 
year is half over, we are most anxious that the bill be expedited in 
every possible way. 

Most sincerely, 
Wma. Tuayer Torr, 
General Chairman. 


May 22, 1959. 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 

My Dear Mr. Cuarrman: Reference is made to your request for 
the views of this Department on H.R. 7290, to provide for the striking 
of medals in commemoration of the 100th anniversary of the settle- 
ment of the State of Colorado and in commemoration of the establish- 
ment of the U.S. Air Force Academy. 





n 
of 
it 
ut 


3, 
a- 


on 
on 
n- 
sh- 
lo, 
ed 


his 
rat 


for 
ng 
le- 
sh- 


ANNIVERSARY OF THE SETTLEMENT OF THE STATE OF COLORADO 3 


The proposed legislation would authorize the Treasury Department 
to manufacture for and sell to the Colorado Rush to the Rockies 
Centennial Commission not more than 10,000 silver medals, to be 
made and delivered in quantities of not less than 2,500, but no medals 
would be made after December 31, 1959. The bill would also author- 
ize the manufacture and sale by the mint to the public of silver 
duplicates of this medal upon authorization from the Colorado Rush 
to the Rockies Commission. 

The Treasury Department recommends the passage of this bill. 
The manufacture of medals, rather than commemorative coins, in 
honor of historic events and places, has long been urged by the 
Treasury Department and the Presidents. Such procedure was advo- 
cated by President Eisenhower when he vetoed three commemorative 
coin bills in 1954. 

The Department has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report to your 
committee. 

Very truly yours, 
JuLIAN B. Barrp, 
Acting Secretary of the Treasury. 
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MEMBER BANK RESERVE REQUIREMENTS 


May 28, 1959.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Spence, from the Committee on Banking and Currency, 
submitted the following 


REPORT 


[To accompany S. 1120] 


The Committee on Banking and Currency, to whom was referred 
the bill (S. 1120) to amend the National Bank Act and the Federal 
Reserve Act with respect to the reserves required to be maintained 
by member banks of the Federal Reserve System against deposits 
and to eliminate the classification “central reserve city”, having 
considered the same, report favorably thereon with an amendment 
and recommend that the bill as amended do pass. 

The amendment is as follows: 

Strike out all after the enacting clause and insert the matter printed 
in italic in the reported bill. 


WHAT THE BILL WOULD DO 


The bill as reported to the House makes three changes in the law 
relating to the reserves that Federal Reserve member banks must 
maintain against their demand deposits. 

First, the bill authorizes the Federal Reserve Board to treat vault 
cash as reserves. This amendment will take effect upon enactment 
of the bill. The Board testified before the committee, however, that 
it would put this change into effect gradually, so as to avoid the 
disturbing effect upon our economy that would result from suddenly 
increasing reserves by the $2 billion now held in vault cash. 

Second, the bill provides for gradually eliminating the ‘central 
Reserve city”’ classification, so as to divide all member banks into two 
classifications (Reserve city banks and country banks). The Board 
would be given 3 years to make the necessary adjustments to eliminate 
this classification. During the 3 years in which the “central Reserve 
city’’ classification continues, the statutory floor and ceiling on reserve 
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requirements for these cities would be 10 percent and 20 percent, the 
same as for reserve cities. During these 3 years, the Board would 
have authority to continue higher requirements for New York and 
Chicago banks (within the 20-percent limit, of course) than for Reserve 
city banks. But after the 3 years expire, New York and Chicago will 
be treated the same as other Reserve cities. 

Third, the Board’s authority to allow individual banks in central 
Reserve cities and Reserve cities to carry lower reserves is broadened, 
This authority is now limited to banks geographically situated in 
outlying districts of cities. The bill would allow adjustments ac- 
cording to the nature of the bank’s business, rather than according 
to where the bank is located physically. 


COMMITTEE AMENDMENT 


The committee adopted, as a single substitute amendment, the 
provisions of the Brown bill (H.R. 5237), as agreed to by Subcom- 
mittee No. 2 of the Banking and Currency Committee. This bill is 
identical with S. 1120 as passed by the Senate, except that it does not 
include a provision relating to holding company affiliates that was 
added to S. 1120 by a Senate floor amendment. This holding com- 
pany provision is unrelated to the subject matter of the bill, and the 
committce had not had the benefit of hearings on it. 


EXISTING STRUCTURE OF RESERVE REQUIREMENTS 


Under the Federal Reserve Act, a bank which is a member of the 
Federal Reserve System must maintain with its Federal Reserve 
bank, as a reserve balance, a certain proportion of its deposits. The 
proportion of reserves to ‘deposits varies according to whether the 
deposit is a time deposit or a demand deposit and also according to 
the classification of the bank. For purposes of the reserve require- 
ments against demand deposits, all banks are classified into one of 
three categories: 

Central Reserve city banks. 
2. Reserve city banks. 
3. Country banks. 
There are at present two central Reserve cities and 49 Reserve cities. 
The 6,331 member banks (as of September 24, 1958) include 32 central 
Reserve city banks, 274 Reserve city banks, and 6,007 country banks. 

Reserve requirements of member banks now in effect, and the 

minimum and maximum requirements prescribed by law, are as follows: 


TaBLE 1.—Member bank reserve requirements 





Percent of demand deposits Percent of time ae 

















Class of bank | Statutory | as ed of Statutory 
Now in et a, OD |——_—__— 
effect effect 
| seectnens cieciniaal sitnineds | Maximum 
| 
Central Reserve city banks... 18 | 13 . Bad cci erie 5 3 6 
Reserve city banks. .........- 1644) 10 5 3 6 
Country banks............... 11 7 i“ 5 3 6 
' 
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Table 2 shows for each class of bank the amount of demand and time 
deposits, the items deducted, and the total required reserves: 


TABLE 2.—Computed required reserves of member banks, by class of bank, firsi hal 
q Yves O, e y 
of February 1959 


{In millions of dollars] 


























——_—_ 1 a 

| | 

| Central Reserve city | | 

All | banks Reserve Ccuntry 
member |___ a gaeencal city | banks 
banks | banks 
| New York | Chicago 

Gross demand deposits. _........---------- 121, 898 24, 125 | 6, 219 | 47,905 | 43, 648 
Base: Total GSGuctiOns.. ...ccccccnccecccees | 17, 589 | 3, 467 772 | 7, 405 5, 945 
Balances due from banks. _-...--.---- | 6, 484 | 71 | 104 | 2, 036 4, 273 
Items in process of collection.........--| 11, 105 | 3, 395 | 668° | 5, 369 1, 673 
Net demand deposits._.......... ‘iebutbdi ti | 104, 310 20, 659 5, 447 40, 501 37, 703 
i ho a col cnne ke inwhensea 53, 575 5, 209 1, 437 21, 649 25, 280 
Required reserves, total. ..-......----.-.-- 18, 208 | 3,979 | 1, 052 7, 765 5, 411 
On net demand deposits '..........--- ! 15, 529 3, 719 980 | 6, 683 | 4, 147 
On time deposits at 5 percent_....--.--| 2, 678 | 260 72 | 1, 082 1, 264 





1 At 18, 1644, and 11 percent for central Reserve city, Reserve city, and country banks, respectively. 


Source: Federal Reserve Board. Hearings on H.R. 5237. p. 18. 
This bill would not affect reserve requirements on time deposits. 
TREATMENT OF VAULT CASH 


Under present law, a bank can satisfy its reserve requirement only 
by maintaining the required amount on deposit with its Federal 
Reserve bank. It cannot count as reserves the amount of currency 
and coin it has on hand. Since vault cash holdings and reserve 
balances at the Reserve banks are interchangeable, and have the same 
effect on the safety of the bank and the credit it can extend, it is 
logical and proper that both be counted as reserves. 

The treatment of vault cash under existing law is inequitable because 
many banks (particularly small country banks) find it necessary for 
operating purposes to hold relatively larger amounts of vault cash 
than other banks do. As shown in table 3, vault cash holdings in 
the first half of February 1959 averaged 2 percent of net demand 
deposits for all member banks. Vault cash holdings generally amount 
in the aggregate to 3 percent or more of net demand deposits at 
country banks, but to less than 2 percent at Reserve city banks and 
about 0.6 percent at central Reserve city banks. They amount to 
about a fourth of total required reserves at country banks as 2 group, 
but to less than a tenth of those for Reserve city banks and to only 
3 percent of required reserves at central Reserve city banks. 
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TaBLE 3.—Cash in vault of member banks by class of bank, first half of February 1959 





Ratio percent to 
Amounts (in 


millions of . 
dollars) Net demand Required 
deposits reserves 


STL, «0c: dcanatiienandninnganwninebedsbaheeiaaneeed 2, 039 2.0 11.2 
Central Reserve city banks: 
I OO iS), on tipi iicemedeconmeecaiibenoeen 130 6 3.3 
Rin ndih Litas aicdccnindetunae stadia rncninniniadesetitkaMiasileied 30 6 2.9 
NII TIN 4. cn. dette ocitinepeimtinaienn sain eebtinseud 645 1.6 8.3 
SEY BENE. ..ciscuduatiidbsladecscbtiduchtipaesssanecenondd 1, 234 3.3 22.8 








Source: Federal Reserve Board. Hearings on H.R. 6237, p. 4. 


In response to questioning during the hearings on this legislation, 
the Federal Reserve Board informed the committee that sen then of 
vault cash as reserves would pose no enforcement problems, and would 
have “no effect upon the number of examiners needed.” In the 
reserve reports now required from each member bank, the amount of 
currency and coin on hand each day is shown; these holdings would 
have to be greatly overstated to hide a reser ve defi ficiency of any sig- 
nificant amount. The Board indicated that— 


such falsification of cash holdings would be readily apparent 
in the Reserve bank’s processing of the reserve report, as well 
as through the cross-checks available in reports of condition. 


The Federal Reserve Board also informed your committee that all 
but 6 of the 49 States, as well as the present Territory of Hawaii, ex- 
pressly permit currency and coin to be counted by State banks as part 
of their reserves required under State law, and that 4 other States 
impliedly grant such permission. 

If all vault cash held by member banks were immediately counted as 
satisfying reserve requirements, approximately $2 billion would be 
added at a single stroke to the available supply of bank reserves. To 
avoid the undesirable effects of such a sudden increase, the bill would 
give the Board authority to put this change into effect gradually, by 
permitting member banks to count “all or part of their currency ‘and 
coin as reserves.’”’ The Board would thus have discretion in timing, 
so as to make these changes when economic conditions are most 
suitable. The Board could, for example, start out by permitting banks 
to count all vault cash over 3 percent of demand deposits; then all 
over 2 percent, and so on until all vault cash is counted. This is 
given only as an example, of course; the Board would have wide 
discretion in determining the mechanics of how the change is put into 
effect. 

ADJUSTMENTS FOR INDIVIDUAL BANKS 


Under existing law individual member banks, upon an affirmative 
vote of five members of the Board, can be permitted to carry lower 
requirements if they are located in the outlying districts of central 
Reserve or Reserve cities. This provision permits the Board to 
alleviate inequities which arise when banks located in such outlying 
districts are predominantly engaged in business that is similar to that 
of banks with a lower reserve classification. It does not, however, 
permit the Board to bring equivalent relief to such banks if they are 
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located in the central districts of Reserve and central Reserve cities. 
The amendment proposed would permit adoption of more equitable 
criteria for exempting individual banks from the higher requirements 
than can be used under existing law and thereby make possible elim- 
ination of some existing inequities. These actions could be taken by 
a majority of a quorum of the Board. 


ELIMINATION OF CENTRAL RESERVE CITY CLASSIFICATION 


During the hearings on this legislation, the Federal Reserve Board 
urged that the central Reserve city classification be retained but at the 
same time recommended that the statutory floor and ceiling on reserve 
requirements for these cities (New York and Chicago) be lowered from 
the present 13 percent and 26 percent to the same percentages (10 
percent and 20 percent) as apply to Reserve cities. This would have 

ermitted the Board to establish higher reserve requirements for New 
York and Chicago banks than for Reserve city banks, subject, of 
course, to the overall ceiling of 20 percent. Representatives of the 
New York and Chicago banks contended, on the other hand, that the 
separate classification of New York and Chicago banks no longer had 
any justification and represented an unwarranted discrimination 
against those banks, placing them under an unfair competitive disad- 
vantage. 

The central Reserve city classification grew out the reserve require- 
ments established for national banks long before the Federal Reserve 
Act was passed. The early national bank laws permitted national 
banks to carry three-fifths of their required reserves on deposit with 
national banks in specified cities, which came in time to be known 
as Reserve cities. Banks in these cities were required to hold larger 
reserves because of these bankers’ balances carried with them. In 
turn, one-half of the required reserves for banks in Reserve cities 
could be carried with banks in New York, which became known as 
a central Reserve city. Later Chicago and St. Louis also were named 
as central Reserve cities. The Federal Reserve Act, enacted in 1913, 
transferred to the Federal Reserve Board the power to designate 
Reserve cities and central Reserve cities. It also provided that 
within 3 years after the Federal Reserve banks were established, 
member banks wou!d be required to carry their reserves either in 
cash or on deposit with the Federal Reserve banks. In 1917 an 
amendment to the Federal Reserve Act required that reserves be 
maintained on deposit with the Federal Reserve banks. Thus the 
original reason for designating central Reserve cities was removed. 

Your committee does not believe that any sound reason exists 
for continuing the central Reserve city classification. Persuasive 
evidence was submitted that the differences between central Reserve 
city banking and Reserve city banking are disappearing. Banks in 
Reserve cities have been growing more rapidly than banks in New 
York and Chicago, as the areas outside of New York and Chic ago 
have enjoyed more rapid industrial and commercial development and 
population growth. Fourteen of the twenty-five largest banks in the 
country, including the largest, ranked according to deposits, are lo- 
cated in Reserve cities. The larger Reserve city banks are now di- 
rectly competitive with the c ‘entral Reserve city banks in the services 
they provide. In large measure, the Federal Reserve Board has 
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recognized this trend: it has reduced the differential between central 
Reserve city reserve requirements and Reserve city requirements 
from 4 percent in 1949 to 1% percent today. It is time now to do 
away with this old classification completely, in recognition of the 
economic facts of life in America today. 

At the same time, your committee recognizes that the Federal] 
Reserve Board will need some time to work out this change, just as 
time is needed to put the vault cash provisions into effect ‘gradually, 
Accordingly, the amendments doing away with the central Reserve 
city classification will not take effect under the bil] until 3 years after 
the date of enactment. This will give the Board a 3-year period in 
which to work out a gradual elimination of the existing 1} percent 
differential. This might be done, for example, by reducing reserve 
requirements for central Reserve city banks in three steps of one-half 
percent each, so that the last reduction of one-half percent could take 
place either before the expiration of the 3-year period, or at the same 
time as the amendment takes effect. 


RESERVE REQUIREMENTS AND MONETARY POLICY 


Reserve requirements, along with changes in the discount rate and 
open market operations, comprise the principal tools the Federal 
Reserve Board uses in controlling the money supply. This bill will 
create a more rational and equitable structure of reserve requirements, 
thereby improving the monetary tools the Board has available. 

In one respect, the bill will narrow the Board’s powers; that is, for 
central Reserve city banks the ceiling on reserve requirements will be 
lowered to 20 percent from the present 26 percent. In addition, the 
authority to treat vault cash as reserves will, to the extent it is exer- 
cised, have the effect of reducing reserve requirements. In response to 
questioning on this point during the hearings by Hon. Paul Brown, 
chairman of Subcommittee No. 2 and author of H.R. 5237, repeated 
assurances were given by Vice Chairman Balderston of the Federal 
Reserve Board and other witnesses that the upper limits provided by 
the bill will be adequate under present and foreseeably conditions, 
These witnesses pointed out to the committee that if our economy is 
to grow properly, the money supply must be increased over the long 
term, and that the chances are reserve requirements will need to be 
lowered over the years, rather than raised. 

During the committee’s consideration of this legislation, questions 
were raised as to the relative efficacy of changes in reserve requirements 
as compared with open market operations in effectuating monetary 
policy. Your committee firmly believes that the Board’s monetary 
tools must be as efficient as possible. We are concerned over indica- 
tions that increases in reserve requirements may be considered too 
blunt a weapon to use effectively. Accordingly, the Federal Reserve 
Board is requested to give further study to this problem, and to report 
to the committee as soon as practicable concerning possible improve- 
ments in the techniques of employing reserve requirements as an 
anti-inflationary tool, together with recommendations for any remedial 
— that may be necessary to put these improvements into 
ellect. 
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DISSENTING VIEWS OF REPRESENTATIVE WRIGHT 
PATMAN 


This legislation will take many billions of dollars out of the tax- 
payers’ pockets and put them into profits of the private banks. It 
is called the ‘‘vault-cash” bill. It should be called the ‘‘bond give- 
away” bill. All provisions of the bill are bad, individually and 
collectively. 

This bill should be defeated. But for those Members of the House 
who cannot take the time to consider the reasons for this, I will 
describe in a very few sentences what the main evil of the bill is and 
how it can be corrected. It can be corrected by a quite simple 
amendment which will immediately reduce Federal debt by $15 bil- 
lion. After this brief statement, a more complete explanation of this 
legislation will then follow. 


OBJECTIONS TO THE GIVEAWAY OF GOVERNMENT-OWNED ASSETS 


This legislation approves a proposal to give away to the private 
banks about $15 billion worth of U.S. bonds and other interest-bearing 
obligations of the United States which are now owned by the public— 
owned by the Federal Government. I use the term “giveaway” in a 
quite literal sense. The method by which the Federal Reserve au- 
thorities propose to transfer these securities to the private banks is 
slightly complicated, but not very much so; a grade-school child of 
average brightness can readily understand it. 

In brief, the Federal Reserve proposes to ‘sell’ the private banks 
securities now held in its vaults, and, at the same time, give the banks 
the “reserves” with which to “buy” these securities. No money will 
change hands. No credit will be extended. No more and no less 
credit will be available to businesses and consumers than now. The 
legislation has nothing to do with providing for growth in the money 
and credit supply. In short, the proposal is simply to “jimmy the 
bookkeeping,” in the process of which ownership of the securities will 
be transferred from the public to the private banks. Everything else 
will be the same as before, except that the interest payments on these 
securities will then go into bank profits instead of into the U.S. Treas- 
ury as now. 

oes my phrase “jimmy the bookkeeping’ make the matter clear? 
If not, let me quote the more dignified language of Alvin H. Hansen, 
& Satinguished Harvard professor and monetary expert, writing in 
ascholarly journal about an earlier version of this Leidlgtaee a Version 
which proposed a giveaway of $9.8 billion. He wrote— 


The bankers are, in effect, asking Congress to hand them 
on a silver platter $9.8 billion of earning assets in place of 
an. equivalent amount of unearning cash assets which they 
are now required to hold as reserves.! 





1“The Review of Economics and Statistics,” February 1958, vol. XL, Alvin H. Hansen, “Bankers and 
Subsidies,” p. 50. Note.—The full test will appear at the end of these ‘dissenting views.” 
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The Federal Reserve System is now holding a portfolio of about 
$25 billion of interest-bearing obligations of the United States. It 
aas reported to the Committees on Banking and Currency of the 
Senate and House that this amount is a great deal more than the 
System needs to hold, for both income purposes and possible future 

rposes of monetary controls. Specifically, a report which the 
Board of Governors has submitted on this legislation states: 


The present System portfolio is adequate to permit a sub- 
stantial reduction and still leave enough to provide sufficient 
earnings to cover necessary expenses, as well as for current 
purposes of policy.” 


The Federal Reserve authorities are proposing by this legislation 
to reduce the Fed’s portfolio of these securities by giving a healthy 
slice to the private banks. Furthermore, these authorities have given 
one reason for this, and one reason only, which is that it will “* ** 
improve the earning position of banks “and aid them in building up 
their capital positions * * *”.’ In short, the argument is that giving 
away bonds to the private banks will increase the profits of the private 
banks, and that it will certainly do. 


The Treasury will lose revenue 


The interest payments which the Federal Reserve System collects 
on these obligations provide substantially all the income the Fed 
receives. The Treasury makes the interest payments on these 
obligations, and the Fed then returns most of this money to the 
Treasury. First, however, the Fed takes out whatever it needs for 
operating expenses—most of which are incurred in providing free 
services to the private banks, such as clearing checks. And it also 
takes out whatever it cares to for some very ‘“‘plush” luxuries, including 
banquets with paid entertainers and $1,000 “gifts” to “friends of the 
System.’* ‘These are, of course, Government funds that are being 
spent, and such expenditures are comparable to the postmasters in 
the local communities spending freely from the funds the Post office 
takes in from the sale of stamps; and in all of these years the Federal 
Reserve System has never been audited by the (¢ ‘omptroller General 
of the United States, or by any other auditor except their own, internal, 
self-appointed auditors. Furthermore, instead of turning in to the 
Treasury all of what is left of its funds, it holds back some in 
a “surplus” fund, though no member of the Board has ever been able 
to mention any need which he thinks might arise for such a surplus 
fund. 

Even so, the Fed returns a great deal more money than it spends 
or holds. In 1957, the last year for which a report is available, the 
Fed had an income of $763 million. Of this it spent or held $221 million 
and returned $542 million to the Treasury. Obviously, then, if obli- 
gations from this portfolio are transferred to the private banks, the 
interest payments will go into bank profits instead of into the F ederal 
Treasury. And whatever amount is so diverted will be that much more 
that will have to come out of the taxpayers’ pockets each year. 

2 U.8. Congress, House, Subcommittee No. 2, Committee on Banking and Currency, hearings, ‘Member 
Bank Reserve Requirements,”’ 86th Cong., Ist sess (1959), p. 28. 

3 Hearings op. cit., p. 272. 

‘U.S. Congress, House of Representatives, Committee on Banking and Currency, ‘Hearings, Financial 


patie Act of 1957, Pt. 2,”’ 85th Cong., 2d sess. (1958), see my testimony beginning p. 1535, and particue 
larly p. 1562. 


— ———- < 


ant nae | ak a, eee) ee ae 


de! ante” Gel me 


ee ae ae ee ae 


et ao i 


— fe eee ee 


Stee ee | ee 





it 
t 


18 


18 


6 


| 


MEMBER BANK RESERVE REQUIREMENTS 9 


The point is that the Government has paid for these securities once. 
It has bought them in the open market and has, in effect, canceled them. 
They should be canceled in fact. If they are given away, the Govern- 
ment will have to pay for them again when they become due. Or at 
least the Government will have to issue new interest-bearing obliga- 
tions to replace them. And until the Government does psy for them 
again and cancels them, it will also have to pay interest charges on 
them. For example, let us assume that it will be 25 years before the 
Government pays off these obligations again and then cancels them; 
and let us assume that it will pay an interest rate of 4 percent—then 
giving away $15 billion of these obligations now: will ultimately cost 
the Government $30 billion. 

Now as to the exact amount of these interest-bearing obligations 
which will be transferred to the private banks, the Federal Reserve 
authorities have not said; and insofar as I can learn, no one has asked 
them. Speaking only in general teems about how much reserve re- 
quirements may be reduced, they have said: 


Any decrease in requirements, however, should leave the 
Federal Reserve with a portfolio adequate to cover possible 
future contingencies, such as a large inflow of gold or econ- 
omies in the use of currency that might add reserves in excess 
of appropriate needs.® 


My own estimate is $15 billion, which is based upon what is in the 
bill and what the Fed has said as to the amount of securities it feels 
itshould keep. According to the description it has given of its needs, 
$10 billion in its portfolio will be more than adequate. Furthermore, 
under this bill the Fed will have authority to reduce required reserves 
of the private banks by a total of $11.3 billion.” This means that 
the Fed could transfer to the banks $11.3 billion worth of these obli- 
gations immediately—assuming the banks cooperate—without wait- 
ing for the Government to purchase any new gold or for any further 
inflow of gold from abroad. 

The Federal Reserve authorities have made it plain that they do 
not intend to permit the money supply to increase more than about 
3 percent a year, which is about the rate at which the economy 
expands. At present levels of required reserves, a reduction in these 
requirements which “freed”’ one-half billion dollars of bank reserves 
would permit a 3 percent expansion of the money supply. 

The inescapable fact is, then, that the Fed cannot reduce required 
reserves of its member banks by more than one-half billion dollars 
per year without (a) setting off a tremendous inflation or (6) “selling” 
the private banks $1 of securities from its portfolio for each $1 of 
reserves it gives the banks in excess of one-half billion dollars. And 
of this we can be certain—neither the Federal Reserve authorities 
nor the private banks intend any inflation of the money supply.. 


The Federal debt can be reduced by $15 billion immediately 


From my point of view, however, the exact amount of Government- 
owned securities which is to be given away is not important. I am 
opposed to giving away even so much as $1 billion worth—and, as 
for that matter, even $1 worth. Therefore, I have proposed an 





* Hearings, op. cit., p. 28. 
*Ibid., p. 28; and (my tectimony), pp. 287-289 


' See: Appendix table at p. 26. 
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amendment to this bill which will require the Federal Reserve System 
to transfer $15 billion of these obligations to the U.S. Treasury for 
immediate cancellation. This amendment would immediately reduce 
the Federal debt by $15 billion. It will also have the effect of placing 
a severe limitation on the amount of the Fed’s portfolio which can 
then be given away under this legislation. Furthermore, the amend- 
ment will in no way interfere with the Fed’s ability to make all the 
shifts in reserve requirements as between classes of banks which it is 
asking for authority to make. In fact, the Fed could make most of 
these ‘‘adjustments’’—which are presented as being what this legis- 
lation is mostly about—under the present law. I must admit, how- 
ever, I think the bankers’ pressure for ‘‘adjusting’”’ required reserves 
will quickly disappear once it is made clear that there is to be no 
vast giveaway of the Fed’s portfolio. 

Clearly, $15 billion of the obligations which the Federal Reserve 
is holding should be returned to the Treasury and immediately can- 
celed. This much of the Federal debt should be canceled in any case. 
We have every reason to expect that as soon as this legislation has 
been disposed of, Congress will be asked for other legislation to raise 
the Federal debt ceiling and for legislation to raise the interest-rate 
ceiling which has been in effect since 1918 on marketable bonds issued 
by the Treasury. 

Consequently, I hope to be able to offer and obtain serious consider- 
ation of the amendment I propose when the bill reaches the floor of 
the House. 

Now as to the argument that bank profits should be increased, let 
me point out that bank profits are now at an alltime high. The Fed’s 
report on this legislation shows that profits of all commercial banks 
last year, after taxes, gave a net return of 10 percent on net worth, 
which includes the stockholders’ undivided profits. Yet the Fed’s 
report argues that such a profit rate seems low, only because manu- 
facturing and trade corporations enjoyed higher profit rates. (Public 
utilities had lower profit rates.) A profit rate of 10 percent, after 
taxes, in the banking business seems to me adequate, if not excessive, 
considering that the banking business enjoys monopoly protection 
from the Federal Government, enjoys having the Federal Govern- 
ment underwrite substantially all of its risks, and enjoys quite a 
variety of subsidies and special benefits generously bestowed by the 
Federal Reserve System. For example, last year the commercial 
banks made profits of $681 million just from buying and selling se- 
curities—a tenfold increase from the previous year—for which they 
can thank the Federal Reserve ‘‘monetary policies.” 

If Congress decides, however, that it should provide an additional 
subsidy to the private banks, then I suggest this bill is the wrong way 
to provide it. Whatever subsidy Congress decides upon should be 

rovided through appropriations, so that the subsidy is subject to the 

resident’s budget control, subject to the continuing control of 
Congress, and subject to public examination and debate. Giving 
away interest-bearing obligations will provide a subsidy in perpetuity, 
perhaps in years when Congress would not agree that the subsidy is 
needed. 
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The Fed’s portfolio of $25 billion is owned by the public 

In considering my proposal to cancel $15 billion of these obligations 
instead of giving them to the banks, Members of the House may be 
sure that the propositions stated below are not in dispute. The present 
Chairman, as well as previous Chairmen, of the Board of Governors 
of the Federal Reserve System are on record as agreeing to each of 
them, as will be cited later.® 

(1) The Federal Reserve’s $25 billion portfolio of securities is 
owned by the public—owned by the Federal Government—not 
by the private banks; the Federal Reserve System itself is owned 
by the Federal Government. 

(2) Not so much as a penny of the private banks’ reserves de- 
posited with the Federal Reserve banks has been used to acquire 
these securities, and no other funds deposited or invested by the 
private banks have been used to acquire these securities. 

(3) These securities have been paid for with Government funds. 
In the last analysis, these interest-bearing obligations of the 
United States have been acquired in exchange for non-interest- 
bearing obligations of the United States. They have been ac- 
quired by reason of the fact that the general public has accepted 
and is holding about $27 billion of non-interest-bearing Govern- 
ment obligations known as “‘Federal Reserve notes.” 

In case the reader does not know what ‘“‘Federal Reserve notes” are, 
these are currency—the $10 and $20 bills he has in his pocket. 
And if he has any bills in denominations of $50, $100, $1,000, $10,000, 
and so on, these are also “Federal Reserve notes.” A five-dollar bill 
is likely to be a ‘Federal Reserve note,” too, although some of the 
five-dollar bills are issued by the Treasury and are described as “silver 
certificates.’ 

Federal Reserve notes are obligations of the United States, as is 
plainly stated on their face. They are backed by the Government’s 
gold. You cannot exchange them for the actual gold—that is, unless 
you are a foreigner. Foreign holders of dollars can, under the law, 
demand and receive an equivalent value of the Government’s gold, if 
they care todo so. And, to an extent, balances of payments due be- 
tween nations are settled by payments in gold. The fact that the 
Government has declared the notes legal tender, good for payments of 
debts and taxes, makes is unnecessary to draw out the gold to settle 
debts within this country. 

The Federal Reserve System obtains Federal Reserve notes from the 
Bureau of Engraving and Printing at its pleasure, in whatever quanti- 
ties it asks for, and without cost. It then issues this currency in 
whatever amounts banks ask for, and this is determined, in the last 
analysis, by the amount which business and consumers find convenient 
in carrying on trade and commerce. 

There are now outstanding—in circulation outside the Federal 
Reserve banks—$27 billion of these Federal Reserve notes. Let it 
be said, however, that these Federal Reserve notes are not the “print- 
ing press’ money which is sometimes said to cause inflation. All 
currency in circulation represents only a small fraction of the total 
money supply. Most of the money is in the form of bank deposits, 
or “checkbook” money, and this is created by the private banks on 
the basis of reserves given them by the Government. 


4%, on) pp. nat and see also documentation cited in my speech in the daily Congressienal Record of May 
» Pp. $129 
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One technical item might be considered. While Federal Reserve 
notes are obligations of the Federal Government, they are not subject 
to the legal debt limit. They are not expected to be “redeemed.” 
And they are not included in the Treasury’s reports of assets and 
liabilities. 

LONGER STATEMENT 


The Federal Reserve authorities have recommended this legisla- 
tion—except for the amendments which have been added—and so 
have the officials of the executive departments concerned with 
banking matters. 

Origins of the giveaway bill 

For several years now the bankers have been exerting organized 
ressures to have their required reserves reduced. The Federal 
Reserve System has, under the present law, wide authority for doing 
this. In fact, since mid-1953, the Federal Reserve Board has made 
seven reductions in required reserves, making available to the banks 
a total of $4.3 billion of additional reserves. 

One of the most striking aspects of the request for additional author- 
ity for reducing required reserves at this time, however, is that the 
minimums of required reserves specified in present law leave the 
Federal Reserve with authority to make further tremendous reductions 
for all classes of banks—country banks, Reserve city banks and 
central Reserve city banks. In the case of no class of bank has the 
Federal Reserve reduced required reserves to anything like the mini- 
mums permitted by present law. In fact, the Federal Reserve could 
not now give any single class of banks all of the additional reserves 
the present law permits without either (a) setting off a tremendous 
inflation, or (6) immediately taking back the reserves thus given by 
“selling” the banks’ securities from its portfolio. 

Required reserves on net demand deposits, under February 1953 regulation, present 
regulation, and under minimums of present law, by class of bank 


{In millions of dollars} 


— -— a ——— —— 
































Net Percent of reserves required | Minimum 
demand | by Federal Reserve reserves 
deposits regulation required by 

Class of bank (February | So ed present law, 
1959)! | February 
February February 1959 
1953 1959 
| | |---| —— 

Central Reserve city banks (New York and Percent 
il tn eat eee eenendunnen $25, 958 24 18 13 
Reserve city Se Se te ela a 40, 240 20 1634 10 
EEE | ROB inidsdedéciisddesonsonecwanene 37, 494 14 | ll 7 
All member banks. .....................- “103, 693 218.8 214.9 29.7 











1 Demand deposits subject to reserve requirements, {.e., gross demand deposits minus cash items reported 
as in process of collection and demand balances due from domestic banks. 
2 Weighted averages. 


Even so, the bankers began several years ago working to have the 
law changed to reduce these legal minimums. Late in 1956 the 
Economic Policy Commission of the American Bankers Association 
completed a 2-year ‘‘study” of bank reserves and submitted a report 
to the Federal Reserve Board setting out a plan by which the bankers 
wished to have their reserve requirements reduced, including changes 
in law which would be necessary to bring about these reductions in 
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the manner the bankers wanted. The ABA report not only specifies 
the ultimate level of required reserves which the bankers wished to 
achieve, but it. specifies that its legislative plan should require that 
these levels be reached within a 5-year “target date’”’ 

The bill as originally introduced was the Federal Reserve Board’s 
counterproposal to the ABA’s legislative plan. Substantially all of 
the authority for doing what the bankers wanted done was in the 
bill, however, and is still in the bill. After considering the ABA’s 
plan, the Board concluded “That the far-reaching changes in law 
are not necessary.” Further, the Board objected “in particular” to 
being under “ a mandate to ‘reach some particular level of require- 
ments at any time in the future.” The main difference between the 
bill as introduced and the ABA’s plan was that the bill did not tie 
the Fed’s hands so firmly, either as to the level to which reserves 
were to be reduced or as to a time schedule by which the level was 
to be reached. It was a bad bill. It is now a worse bill. 

In their report and testimony to both this committee and the 
Senate Committee on Banking and Currency, the Federal Reserve 
authorities strongly objected to the ABA’s proposal to eliminate the 
classification ‘Central Reserve City Banks,” and they objected to 
being put under the ABA’s mandatory time schedule for reducing 
the level of reserves of these banks to the levels of the Reserve city 
banks. The ABA’s time schedule, proposed a little more than 2 
years ago, was 5 years. The committee has amended the bill to 
eliminate the central Reserve city classification, and it has given the 
Federal Reserve Board a mandatory period of 3 years in which to 
reduce reserve requirements for these banks to the level of those of the 
Reserve city banks. 

The bill will change the “structure” of required reserves as among 
the three classes of banks, as well as reduce the general level of required 
reserves. As a consequence, there has been some controversy among 
the banks as to how the total windfall in the bill is to be divided, but 
such disagreement appears to be of a minor nature. All classes of 
banks now seem reasonably satisfied that they will receive a munificent 
share of the booty, if not a share which is in exact proportion to what 
they would like. The report of the ABA’s Economic Policy Commis- 
sion put the matter quite succinetly: 


A target date has the additional important advantage that 

it will gue definite assurance that the two objectives of reduction 

in reserve require ments and reform of the reserve structure will be 

pursued simultaneously. No proposal for recasting the re- 

serve structure can hope to win wide banker support unless it 

is combined with overall reserve reduction in a single legisla- 
tive package.°® 

In his review of the ABA’s original plan, Professor Hansen observed: 


It is evident that only a very small part of the windfall 
would accrue to the smaller so-called country banks which 
hold about 38 percent of the total assets of member banks. 
The proposal, if enacted into law, would conspicuously favor 
the large banks.'° 





*“ABA Economic Policy Commission Report,” previously cited, - Fe 
a Review of Economics and Statistics, February 1958, Alvin Hansen, “Bankers and Subsidies,” 
Pp. 
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In asking for the authority but not the requirement for reducing 
requirements according to the ABA plan, however, the Reserve Board 
has been somewhat vague about how it intends to divide the windfall, 


Reserves cannot be reduced without giving away the Fed’s portfolio 

There may be more than one reason why the drive for this legisla. 
tion has come to a head at this particular time. Certainly it is most 
premature for the purpose of redistributing required reserves among 
the three classes of banks. The Federal Reserve Board has more than 
adequate discretionary authority in the present law for that. But 
the fact that the Federal Reserve is seeking Congress’ blessing of the 
“giveaway” aspect of the proposal before embarking on any extensive 

rogram of reducing required reserves is reason enough. And let it 
S said here that these blessings are liberally provided throughout 
the legislative history of this bill. The legislative history is replete 
with explanations that the Federal Reserve will ‘‘offset excess reserves 
through open market operations,’ “take other actions to prevent 
undue credit expansion,” and so on. These are all phrases of art, the 
meaning of which may not be immediately apparent to those not 
versed in Federal Reserve operations. The phrases mean, simply, 
that the Federal Reserve will “‘sell’’ securities from its portfolio in 
the exact amount by which required reserves are reduced. 

It is important to notice, too, that while the Fed has now a vast 
unused authority for reducing required reserves, the practical condi- 
tions which must be met now are decidedly different from those which 
prevailed at the times when required reserves were reduced during 
the past several years. In short, these reductions of the past several 
years were made at times when the Fed’s monetary policy permitted 
increases in the money supply. To state the matter another way, 
these reductions were made at times when the Federal Reserve authori- 
ties felt they could give the private banks additional reserves without 
at the same time “‘selling’’ the banks equal amounts of securities from 
portfolio in order to prevent the reserves being used to inflate the 
money supply. 

For example, in the first half of last year, the Fed reduced required 
reserves of the member banks several times, making available in total 
an amount of reserves which permitted the banks to create about 
$10.4 billion of new money. The banks created this amount of new 
money in the process of acquiring an additional $10.4 billion of Federal 
securities from the open market and from the Treasury. In that 
period of the general business recession, however, the Fed considered 
it appropriate to permit such an increase in the money supply to 
bring about a slight reduction in interest rates, and, it was hoped, to 
stimulate borrowing. Economic conditions now are much different, 
as is the Federal Reserve’s monetary position. Furthermore, the 
reductions in required reserves anticipated in this legislation are many 
times greater than those made last year. 


Legislation to increase money supply not needed in this century 

Let it be noted here that no one claims that this legislation is 
needed to provide for a growth in the Nation’s money supply in the 
years ahead. The money supply—which the Fed defines as demand 
deposits plus currency in circulation—is now $140.7 billion. I would 
define the money supply to include time deposits also, because in 
practice almost all time deposits are immediately available to the 
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depositors, but this is not essential to the point I am making. The 

int is that under the Fed’s present authority for expanding credit, 
on the basis of the present $20.6 billion of gold in the Treasury’s 
money stock, the money supply could be increased by $386 billion. 
On the basis of the Fed’s expectation of allowing the money supply 
to increase by no more than 3 percent a year, the present law will 
provide for the country’s growth needs well into the next century. 
So the problem is not to provide for an increase in the money supply, 
the problem is how to reduce required reserves without increasing 
money supply. 

To ‘understand why it is that the Fed cannot make any substantial 
reduction in required reserves without simultaneously “selling” the 
banks an equal amount of securities from its portfolio, it is only 
necessary to note the mechanics by which bank reserves and money 
are created. 

First, when the Fed adds a dollar to the reserve account of the 
member banks, or lowers member banks’ requirements to ‘free’ a 
dollar of their reserves, the banking system will expand the money 
supply by several dollars for each dollar of reserves thus added or 
“freed”. In other words, bank reserves are what are called “‘high- 
powered dollars,” because the banking system makes loans and invest- 

ments amounting to several dollars for each dollar of reserves. The 
money “multiplier” depends upon the percentage of reserves which 
the banks are required to keep against their deposits. To illustrate, 
if reserve requirements are 50 percent, then the banks may create $2 
of money on $1 of reserves. If reserve requirements are 25 percent, 
they may create $4 of money. If required reserves are 5 percent, they 
may expand loans and investments up to $20 for each $1 of reserves. 
Thus, an added dollar of reserves in the banking system means that 
the banks will expand the money supply. And it matters not by 
which method the Federal Reserve gives the banks a dollar of new 
reserves—that is, whether it creates a dollar of new reserves or whether 
it lowers reserve requirements to make available to the banks a dollar 
of the reserves previously given. 

To illustrate, when the Fed reduced reserve requirements last year, 
it reduced these requirements sufficiently to give the banks only an 
added $1.5 billion of reserves. At that time the money “multiplier” 
was about 7 to 1, which meant that on this $1.5 billion of reserves the 
banks could increase their loans and investments by $10.5 billion. 
What actually happened was that the banks did create approximately 
this amount of new money, which they used to acquire $10.4 billion 
more in U.S. Government securities. 

The second point to note is that when the Fed purchases a dollar’s 
worth of securities in the open market, it gives the banks a dollar of 
new reserves. To be specific, when the Fed purchases securities in the 
open market, it gives the security dealer a check drawn on a Fedéral 
Reserve bank. ‘The security dealer deposits this check with his bank, 
and the bank sends the check to a Federal Reserve bank where it 
receives a credit on its reserve account. 

When the Federal Reserve sells a dollar’s worth of securities from 
its portfolio, on the other hand, it reduces or ‘‘extinguishes” bank re- 
serves by $1. 

Thus, the proposal here is for the Fed to give the banks additional 
reserves by reducing their reserve requirements and at the same time 
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immediately “‘take back,” as it were, these additional reserves by 
simultaneously “selling” the banks an equal amount of securities from 
its portfolio. In no other way could the Fed reduce required reserves 
by any substantial amount without permitting a runaway inflation of 
the money supply. 


Bankers are demanding a bigger share of the Government’s power of 
issuing money 

This brings us to the nub of the issue in this regulation. The issue 
is how shall the Government’s power to create money be divided— 
how much of it shall be delegated to the private banks and how much 
of it be used by the Government itself. This is the question, not how 
much money shall be created. The power, indeed the duty, to issue 
money and regulate the value of money is assigned to Congress by the 
Constitution. But the function of creating money is delegated in 
part to the Federal Reserve System and in part to the private com- 
mercial banks. And the function of regulating the value of money, 
on the other hand, is delegated solely to the Federal Reserve. Regu- 
lating the value generally means the Federal Reserve must decide 
what the total amount of money in the private banking system shall 
be. Furthermore, the Federal Reserve decides, within wide limits 
laid down in the law, how much of the total money supply shall be of 
its own creation and how much shall be the creation of the private 
banks. 

Under the present mechanics specified in the Federal Reserve Act, 
when the Federal Reserve System decides that there is to be an 
increase in the money supply of a given amount, it may bring about 
the increase in either of two ways. It may create part of the money 
itself and allow the banks to create a part. The parts may be varied 
within wide limits, at the Fed’s discretion. Moneta. the Fed 
may take steps which permit the private banks to create the whole 
part. In either case, the effect on the money and credit supply—or 
“inflation’’—is precisely the same. ‘The Federal Reserve authorities 
decide how much money shall be added to the private banking 
system, and this decision stands fixed, independent and separate 
from the decision as to what portion it will create and what portion 
it will allow the banks to create. To illustrate, let us say that the 
Federal Reserve decides that it wishes the total money supply in the 
private banks to be $500. One way it might bring this about would 
be to purchase and hold $100 of U.S. obligations, then set the level 
of required reserves for the private banks at 20 percent. This would 
give the banks a money-creating potential of $5 for each $1 of reserves, 
and the banks could make loans and investments up to $500. Or 
another way the Fed could bring about a $500 money supply would 
be to purchase and hold $50 of securities, and set required reserves 
for the banks at 10 percent. This would give the banks a money- 
creating potential of $10 for each $1 of reserves, and thus $50 in their 
reserve accounts would serve as a basis for loans and investments 
amounting to $500. ‘This illustration is repeated as follows: 


Reserves (or Fed’s Private banks Money supply 
holdings of U.S. money-creating in private banks 
securities) power 


| $5 to $1 | $500 


$10 to $1 $500 
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This makes the point that the Federal Reserve could have itself 
acquired the $10.4 billion of Government securities which it allowed 
the banks to acquire last year with precisely the same effect on the 
money supply. It could have purchased this $10.4 billion of securities 
from the open market, and, by raising required reserves of the member 
banks somewhat, made precisely the same amount of money and 
credit available in the banking system. The banks created the money 
to acquire these securities, at no cost to themselves. But the interest 
payments will go into bank profits instead of into the Treasury. 
This $10.4 billion was a gift to the banks. 


How the goldsmiths created money 

For the reader who is not already familiar with the principles by 
which money is created, it is easy to illustrate them by the way the 
goldsmith bankers came into being. The goldsmith bankers, the 
historians tell us, operated in Western Europe in the 17th century, 
before there was any banking system as we know it today. These 
goldsmiths were the forerunners of the modern banking system. 

The goldsmith got into the banking business because it was cus- 
tomary for people who had gold to leave it with the goldsmith for 
safekeeping. In this case the goldsmith gave the depositor a receipt, 
or “claim check’’ for his gold. Such a receipt was supposed to mean 
that the depositor could come back and get his gold at any time. 
These receipts were, however, transferable, so anyone acquiring a 
receipt was supposed to be able to present it to the goldsmith and obtain 
the gold. What happened, of course, was that people discovered they 
could pass these receipts from hand to hand, making commercial 
transactions without going back to the goldsmith to obtain the actual 
gold. ‘The receipts, in short, became money. 

Furthermore, the goldsmith soon learned that since people rarely 
brought these receipts in and demanded the gold, he could, without 
too much risk of embarrassment, issue more receipts than he had gold. 
In other words, the goldsmith began making “loans.” He “ent” a 
loan customer another depositor’s gold, issuing the customer a receipt 
for gold which had not been deposited. All receipts went into circu- 
lation as money, just as though the goldsmith had enough gold to 
redeem them. This was risky business. Each goldsmith was 
“playing the odds,” as it were, that too many people would not come in 
with some of his receipts—within a short time—and demand the 
gold. Since there was no regulation it was up to the individual 
goldsmith to decide how many receipts he felt he could issue against 
a given amount of gold. Or, as we would say today, each goldsmith 
decided what his ‘reserves’ would be. History records that experi- 
ences with this goldsmith system of money varied at different places 
and at different times. 

There was considerable risk involved, not only that the goldsmith 
might be embarrassed, but that the business of the community might 
be disrupted—with forced liquidations, foreclosures, and perhaps 
paralysis—and that individuals’ savings might be wiped out. Ob- 
viously, these risks depended upon a number of factors. 

First and foremost, of course, the riskiness of the venture depended 
upon how many receipts the goldsmith issued as claims on a given 
amount of gold. In other words, what percentage of “reserves” did 
the goldsmith have against the money he had created? The risk 
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depended also on what his depositors’ habits were as to the frequency 
with which they drew out the gold—in other words, what is called 
today the “turnover” of bank deposits. Further, how much of the 
goldsmith’s money was concentrated in the hands of large depositors 
and the nature of their business were also important factors. This 
was especially true after the goldsmiths began paying interest on gold 
deposited with them. Large depositors, especially those with con- 
nections in other financial centers, were likely to draw out their gold 
for redeposit where higher interest rates were offered, or to conclude 
some large trade transaction. Furthermore, the safety of one gold- 
smith’s banking business depended in large measure upon the practices, 
the ill-fortunes, and so on, of other goldsmiths. 

Many goldsmiths made out quite well, and over long periods of 
time. On the other hand, there were a great many luckless experi- 
ences, both to goldsmiths and to the business life of their communities, 

The goldsmith principle of issuing several dollars of money on each 
dollar of “reserves” is what we call the “fractional-reserve’”’ system 
by which commercial banking is done today. And most of the bank- 
ing regulations and reforms which have been imposed over the cen- 
turies have been designed as safeguards against the troubles which 
can arise from this fractional-reserve system. Yet all of these 
attempts at safeguards have not proven successful. For example, 
Amsterdam, Holland, was at one time an important center of gold- 
smith banking, and the goldsmith bankers there got a law passed 
which made it a hanging offense for anyone to start a “run” on the 
goldsmith. But there was a run on a goldsmith, and, of course, he 
could not pay, and the matter was resolved by hanging the goldsmith. 
Eiighty-one cents of deposit insurance for $100 of bank deposits 

In our own country the main purpose of establishing the Federal 
Reserve System in 1914 was to regulate this fractional-reserve system 
and to provide other regulations and safeguards against the frictions 
and frequent breakdowns in the banking system which had previously 
occurred to disrupt business and commerce. Further, following the 
last breakdown in the early 1930’s, new banking reforms were imposed 
which consisted principally of the establishment of the Federal Deposit 
Insurance System. 

Let us take a moment to focus on this highly interesting subject of 
how the depositors’ money is safeguarded. The bankers have objected 
to keeping as much as $15 in reserves against each $100 of deposits, 
at the same time saying: 


It is now universally recognized that for the banking system 
as a whole, liquidity depends, ultimately, on the ability and 
willingness of the Federal Reserve to supply additional funds 
to the banking system in periods of stress." 
x * *K * * 

While this limited protective aspect of legal reserves was 
no doubt of some importance before the advent of deposit 
insurance, it never provided anywhere near adequate pro- 
tection for depositors in closed banks. In fact, it was for 
this very reason that a completely different approach to the 





11 ABA Economic Policy Commission report, previously cited, pp. 8 and 9, 
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problem was adopted, namely, Federal insurance of bank 
deposits.” 


Furthermore, the official reports on this legislation take the position 
that: 


Similarly, the assumption that required reserves would 
aid the depositor in time of bank distress has been changed; 
for it has been seen that these reserves would only cover a 
fraction of a depositor’s claim. Hence, deposit insurance 
has replaced required reserves as a means of deposit pro- 
tection.” 


But what the reports neglect to say is that all the “insurance” funds 
in the Federal Deposit Insurance Corporation amount to only 81 cents 
for each $100 of deposits in the commercial banking system. So we 
are in the happy position of being asked to believe that a reserve of 
$15 against each $100 of the depositors’ money is no worthwhile safe- 
guard, but 81 cents is. 


Private banks create money by goldsmith method 


In order to complete the description of the goldsmith system, let 
me illustrate how it works in the commercial banking system. From 
the viewpoint of the individual bank, it seems to work this way. If 
{ deposit $100 with my bank, and the reserve requirements imposed 
by the Federal Reserve are 20 percent, then the bank can make a loan 
to John Doe of up to $80. Where does the $80 come from? It does 
not come out of my deposit of $100; on the contrary, the bank simply 
credits John Doe’s account with $80. The bank’s deposits are now 
$180 where they were $100 before. The bank has simply created $80. 
Furthermore, now that it has another $80 of deposits, it may, by 
putting 20 percent of this in reserves, make still another loan in the 
amount of 80 percent of $80, which is $64. And so on, until the last 
loan it can make is zero. Or the bank can acquire Government obli- 
gations by the same process by simply creating deposits to the credit 
of the Government. Money creating is a distinctive feature of com- 
mercial banks. It is not permitted to other types of financial or- 
ganizations—savings and loan associations, insurance companies, 
credit unions, and so on. 

But the actual money-issuing process of the commercial banking 
system is not quite what it seems to the individual bank. By the 
process just described the banks would build up their reserves, just 
as they build up their deposits. And in truth an individual bank may 
build up its reserve account in this way, but additional reserves it 
acquires by the process must come about by a corresponding reduction 
in the reserves of the other banks. 

To begin at the beginning of our illustration, we must ask where 
my $100 came from in the first place. We will find that the banking 
system created it. So then we must ask where the bankinz system 
got the reserves on which to create this $100 in the first place? I 
will explain. 

% ABA Economic Policy Commission report, previously cited, p. 9. 


U.S. Senate, Committee on Banking and Currency, “‘Report on Member Bank Reserve Requirements, 
Report No. 195” to accompany S. 1120, 85th Cong., Ist sess., 1959. 


59013°—-59 H. Rept., 86-1, vol. 3—- 20 
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Origin of bank reserves and the “burden” of required reserves 

The commercial banking system in this country differs from the 
goldsmith banker in two main respects. 

First, the private banking system uses a delegation of the Govern- 
ment’s power to create money. This is the power assigned to Congress 
by the Constitution. 

Second, instead of paying interest on its reserves, as the goldsmiths 
did, the private commercial banking system gets its reserves as a gift, 
or at least an interest-free loan, from the Government. 

If this sounds fantastic, it is not nearly so fantastic as the phrases 
the bankers and some of the Federal Reserve people use to describe 
this matter. For example, the Vice Chairman of the Federal Reserve 
Board has objected to my saying the Fed has “given” the banks 
reserves, particularly when the gift was made by reducing required 
reserves. He prefers to say the Fed has made more of the banks’ 
reserves “available” to them—which would imply the Fed has been 
holding on to something that really belongs to the banks. Let us 
see, then, where the reserves come from. 

There are many factual reports on this question. One of the most 
lucid ones was published by the Federal Reserve Bank of New York 
in 1953, while Mr. Allan Sproul was president of that bank.“ In 
this report it is pointed out that when the Federal Reserve System was 
set up in 1914, all commercial banks in the country—both member 
banks and nonmember banks—had reserves of less than $2 billion.” 
The member banks had reserves of $1.5 billion; vet 38 years later, 
at the end of 1952, they had reserves of almost $20 billion. Where 
did the new reserves come from? 

First, from the fact the Federal Reserve purchased Government 
securities in the open market, ‘Federal Reserve credit during this 
same period showed a net expansion of close to $25 billion (almost 
entirely through purchases of Government securities).”'® In other 
words, the private banks were given $25 billion of reserves, with 
which they could acquire interest-bearing assets, at today’s rate, of 
almost $9 of assets for each dollar of reserves given. 

Second, from a net inflow of gold from abroad amounting to $21 
billion, ‘‘bringing the gross additions to member bank reserves to @ 
total of over $47 billion.” '’ In other words, when this country ex- 

orts more goods than it imports, as it almost always does, and the 
scans of international payments are settled in gold, the banks receive 
the gold, pay off the business firms in dollars, deposit the gold with the 
Treasury, and receive, not dollars, but credit in “high powered” dol- 
lars in their reserve accounts. 

Against the Government’s gross contribution of $47 billion to the 
member banks’ reserves in these 38 years, there was, however, one large 
partial offset: 


Over the same period, currency in circulation increased by 
more than $27 billion, as banks obtained currency to meet 
the needs of their customers and to maintain adequate sup- 
plies of vault cash. Since the banks obtain this currency by 





* Federal Reserve Bank of New York, “Bank Reserves, Some Major Factors Affecting Them,” 
November 1953 

8 , op. cit., p. 12. 

6 , op. cit., p. 14, 

a , op. cit., p. 14. 
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drawing on their reserve accounts in the Federal Reserve 
banks, a corresponding amount of reserve funds were ab- 
sorbed, leaving a net increase in member bank reserve bal- 
ances of slightly under $20 billion.” 
Where bank reserves come from 
To summarize how the member banks got their reserves up 
through 1952, but omitting the inconsequential items: 





Billions 
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Federal Reserve purchase of Government securities_...,...--..------. 24. 6 
ee ine. fo0T ADNOR fos. waxdwet scan saudecda.-eeteeeoeeeee 21.0 
‘eoter wre reberdees- oc. ok lb cee 47.2 

iees increase in currency in circulation........ 2... nn cn ccecnonsccces —27. 4 
ey Moser vin. Cr MGI DEERE... ont... cucoweerancsasenaone 19, 8 


This report asks two questions: 


Is it correct to suggest, that, historically, as deposits have 
expanded, member banks have been forced to turn over vast 
sums to the Federal Reserve banks to meet reserve require- 
ments, thus depriving the comniercial banks themselves of 
funds that might otherwise have been put to profitable use? 
Would it be correct to go even further, to suggest that the 
holding of member bank reserves by the Federal Reserve 
banks has enlarged their potential earning power, at the 
expense of the commercial banks? 


and gives these answers: 


Actually, the Federal Reserve banks have been the princi- 
pal source from which the commercial banks have derived 
reserve funds since the founding of the Federal Reserve 
System in 1914. Under our fractional reserve banking 
structure, the Federal Reserve credit created by the Re- 
serve banks has, in effect, permitted commercial banks 
to effect a vast expansion in their loans and investments 
that otherwise would not have been possible * * *. Instead 
of levying a “‘tribute’”’ from the commercial banks, the Fed- 
eral Reserve banks have instead (mainly through their 
purchase of Government securities) provided the reserve 
base upon which a vastly enlarged balance of commercial 
bank loans, investments, and deposits has been erected over 
a period of nearly four decades.” 

© * * x * 


Most of this increase in reserve balances was used as the basis 
for expansion of bank credit and was absorbed in increases 
in required reserves, leaving only a small residue to be added 
to excess reserves. The expansion in total loans and invest- 
ments of member banks during this 38-year period was ap- 
proximately $111 billion, and total member bank deposits in- 
creased by $139 billion.” 


op. cit., p. 14 
w——— op cit., p. 12 
op. cit., p. 12 
op. cit.. p 14 
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In plain words, the Federal Reserve has given the private banks 
$25 billion of reserves by purchasing its $25 billion portfolio of Govern- 
ment securities. (In fact, except for the purchase of this portfolio 
the bank customers’ increased demands for currency would have put 
the banks in a minus reserve position—and out of business.) Yet 
we find the report of the ABA’s to the Federal Reserve Board com- 
plaining of these reserves being “barren assets” and complaining of 
an “inequitable” distribution of the “burden” among the banks: 

For member banks, legal reserves are barren assets 
* * * * * 
The burden of carrying non-interest-bearing reserves 
should be distributed equitably and logically among the 
member banks.” 


Nonsense! The banks have received these reserves as a free gift. 
They have been allowed to use them to acquire, free of charge, 
interest-bearing assets amounting to $9 for each dollar of reserves 
given. And now they are asking to be allowed to create $10, $15, 
perhaps $20 on each dollar of these reserves. They want more of 
the reserves that have been given them “made available’ to them, 
They, have been allowed to use the Government’s credit, free of 
charge, to extend credit to the Government and charge the Govern- 
ment interest on it. Member banks last November held $153.9 
billion of the Government’s interest-bearing obligations. And on 
this they were charging the Government fabulous interest rates. 

For a more up-to-date statement of how the banks have been 
“given” their reserves by the Government, it may be found in the 
Federal Reserve Board staff report submitted on this legislation. The 
report states: 


The supply of reserve balances is almost wholly derived 
from gold, other currency issued by the Treasury, and 
Federal Reserve credit, less amounts drawn out in currency. 
Other factors that affect the supply of reserves are generally 
of minor or temporary significance.” 


And the report gives the “principal factors in the reserve equations” 
outstanding in November 1958 from which we may note the following: 


Sources of Government credit: Billions 
er en WG Sd.) 28s ea be tk ia nblaw be $20. 6 
RII ont ill oh Eo os. Ce la ii ol a di dblN a Nee O Ree 5. 2 
I ee ge ee 27.2 
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Uses of Government credit: 
er UO 2 (SNR nb ne ee ccs edcecsdone 18. 5 
any UII he So oe. Sie cs eee eiveudilouel bl. i 
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Neen en re a) ga a ake ae 53. 0 


Let us note the division of the shares reflected in the above table. 
First, on the $20.6 billion of gold in Treasury gold stock, the Federal 
Reserve had created $27.2 billion of credit, mostly by purchase of 
$25.7 billion of Government obligations. 


22 ABA Economic Policy Commission Report, previously cited, p. 14. 
% Hearings, Subcommittee No. 2, op. cit., p. 24. 
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Of the $18.5 billion of credit extended to the member banks—in the 
form of ‘‘reserves’’—the member banks had created credit, or money, 
with which to acquire $153.9 billion of interest-bearing assets, includ- 
ing $55.3 billion of Government obligations, plus $39.1 billion of cash 
assets. The total stockholders’ money used to acquire these $196.9 
billion of interest-bearing and cash assets amounted to $15.5 billion, 
including all surpluses, reserves, and undivided profits. 

Who would like to explain why the banks should be allowed to use 
the Government’s credit—free of interest charge—to extend credit to 
the Government at an interest charge? Who would like to explain 
why, when the Federal Reserve decides to allow more money to be 
created to acquire interest-bearing Government obligations, it does 
not itself create the money and acquire the obligations? Who would 
like to explain why the interest charges should not, go back into the 
Treasury instead of into bank profits? 


~ 66 ”? 


ADJUSTING THE “BURDEN OF REQUIRED RESERVES 


My remarks on the features of this bill which would redistribute 
required reserves among member banks will be brief. Many un- 
desirable effects would flow from these features of the bill, as well as 
from the bill’s main feature, which is the general reduction in required 
reserves that is to accompany the transfer of Government-owned 
assets over to private banks. Some of these effects would be a weak- 
ening of bank safety, increased requirements for monopoly protection 
to be provided by the Goverament, increased monopolization of bank- 
ing, less loans to business firms—particularly small business—involv- 
ing ordinary commercial risks, and—as the Federal Reserve admits— 
a weakening of its monetary control machinery. These matters are 
all covered in considerable detail in my testimony on this legislation 
before Subcommittee No. 2 of the House Committee on Banking and 
Currency,” for those who may wish to pursue these matters. As is 
plain, however, these proposals for “adjusting” required reserves are 
subsidiary to the main purpose of the legislation. The bill as reported 
would bring about three major “reforms” in the system of required 
reserves. 

1. It would eliminate the classification of Central Reserve city 
banks (the New York and Chicago banks) and it makes it man- 
datory that the Federal Reserve Board reduce required reserves 
of these banks to the level of reserves required for the Reserve 
City banks within a period of 3 years. 

2. It would authorize the Federal Reserve Board to reclassify 
any and all Central Reserve city banks, and any and all Reserve 
city banks, as country banks, and to do this on the basis of 
individual banks. It would thus reduce required reserves of 
these banks to the level prescribed for country banks. 

3. It would authorize the Federal Reserve Board to promulgate 
regulations permitting any and all banks to count part or all 
of their so-called vault cash against required reserves. 

All of these provisions are bad. As to the mandatory elimination 
of the central Reserve city classification, the ABA Economic Policy 
Commission proposed it as one of the main features of its plan. 
Despite that, the Federal Reserve Board vigorously opposes it, which 


*% U.S. House of Representatives, Committee on Banking and Ourrency, Subcommittee No, 2, “Hearings, 
Member Bank Reserve Re yuirements,”’ 86th Cong., Ist sess., 1959. 
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is evidence enough that the proposal is doubly bad. The committee 
has adopted the proposal anyway. 

As to the provision which would allow the Federal Reserve System 
to reclassify any and all banks as country banks, this would confer on 
the Federal Reserve Board enormous discretionary power, the pro- 
posed exercise of which has been only vaguely described. I am 
opposed to enlarging the Federal Reserve Board’s discre tionary 

owers, and partic ularly its powers to deal with banks on an individual 
asis concerning matters which are of such large importance to the 
bank. 

As to the proposal that the banks be permitted to count part or 
all of their so-called “vault cash” against their required reserves, this 
has been made a matter of considerable absurdity. 

One of the striking features of the legislative history of this bill is 
that substantially all of the presentations made in support of the 
legislation begin with an argument for the ‘“‘vault cash’ feature of 
the bill. These presentations thus begin with the one argument 
which seems plausible—that is, it seems plausible until we examine it, 

It has been pointed out by factual reports that the country banks 
as a class are holding larger amounts of cash in their vaults. The 
country banks have relatively more cash in relation to their reserves 
than do the other classes of banks. Then it is argued that the reason 
for this is that the country banks cannot as a practical matter turn 
their surplus cash in in exchange for reserves, because they are fre- 
quently remote from the banking centers and must, as a practical 
matter, keep the cash on hand to meet some sudden requirements 
of their customers. The statement has been repeatedly made, more- 
over, that the legislation will help the country banks most, although 
all sponsors of the legislation have made clear that one certain effect 
will be to “reduce the differential” in the level of required reserves as 
between the three classes of banks. It seems that both the country 
banks and the central Reserve city banks are going to be helped 
most by this legislation and, interestingly enough, nothing is said 
about helping the Reserve city banks. Yet we may be sure that the 
Reserve city banks are no less influential and no less optimistic in 
their expectation of benefits than the other two classes of banks. 


Vault cash argument is absurd 

How plausible is the argument that vault cash should be counted 
against reserves? 

In the first place, the fact the country banks normally have a larger 
amount of cash in relation to their reserves was taken into considera- 
tion when the present level of required reserves was established. The 
so-called inequity of not being able to count cash against required 
reserves has already been corrected. 

Second, if we turn to the reports for February 1959, on the basis 
of which it has been pointed out that country banks held 61 percent 
of all the vault cash held by the member banks, we also find that 
the country banks held 85 percent of all the excess reserves of the 
member banks. In short, the country banks had $390 million of 
excess reserves, which was over 7 percent of their required reserves. 
Central Reserve city banks, on the other hand, had 0.3 percent excess 
reserves, and Reserve city banks had 0.7 percent excess reserves. 
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Required, excess, and free reserves, and borrowings of member banks, by classes, 
February 1959 


[Dollar amounts in millions] 








| Central 
| 


Total all Reserve city | Reserve city Country 











member banks (New banks banks 
banks York and | 
Chicago) 
a eae epcitibinnphungumes 
SOD EICIIVOE, «cnnovnncasveneshnncbesnnmenes $18, 117 $5, 004 | $7, 723 $5, 390 
SEE SONET VOB... coccccenccdasecee ~s on $46 $16 $56 $390 
Excess reserves as a percent of required reserves_} 25 0.3 0.7 7.2 
Member bank borrowings from the Federal ‘ 
SNUG. t jcatkibvbddbevadenndekbusdeabtsbbeads $508 $70 $250 $188 
Pree reSe Ves... 2-20-20 n ene ee =e ee | —$47 » $54 | —$195 $202 





Source: Federal Reserve bulletins. 


Furthermore, there is another factor which the Federal Reserve 
considers to be an even better measure of the banks’ use or nonuse 
of their reserves. This is the factor called free reserves. It is ob- 
tained by subtracting from the banks’ excess reserves the amount of 
reserves which they have on loan from the Federal Reserve banks. 
In other words, free reserves are excess reserves minus the banks’ 
borrowings from the Federal Reserve’s discount window. On this 
basis we find that in mid-February the country banks had $202 million 
of free reserves. The other two classes of banks, on the other hand, 
were in a minus reserve position. In other words, not only were these 
two classes “loaned up”’ to the full extent of their reserves, but they 
were in debt to the Federal Reserve banks for borrowed reserves. 
Does it make sense to argue then that the country banks were unable 
to turn in their surplus cash in exchange for reserves, because they 
have to hold this cash to meet the possible needs of their customers? 

Why would the country banks bother to turn in cash to obtain 
more reserves when they had not used up the reserves they already 
had? 

Finally, what the banks are asking the Government to do here is, 
in effect, take a mortgage on the cash in the bank, not merely in the 
vaults of the bank, but cash which is in the till and passing in and out 
of the tellers’ windows by the hour and by the minute. I wonder what 
would happen if a merchant went into the bank and asked the banker 
to make him a loan which would be secured by the cash which the 
merchant reports that he has in his cash register, and which the mer- 
chant is to keep to transact his business? The fact is that most of 
the State banking laws prohibit the banks from making loans, or ac- 
cepting as security for loans, a mortgage on goods which are daily 
exposed to sale, and no sensible banker would think of accepting such 
amortgage. The only way the Federal Reserve System could police 
this bank-vault provision would be to maintain an inspector at each 
bank each day. The Comptroller of Currency has said of this pro- 
vision: 


If it is assumed that a daily check at the office of each 
national bank and branch were required to make sure that 
the cash is always on hand, at the close of business each day 
we estimate it would require approximately 20,000 people 
or more.” 








%“ Hearings,” Subcommittee No. 2, op. cit., p. 184. 
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If we made a reasonable assumption as to the cost of this unreason- 
able proposal, say $10,000 per year in salary and expenses for each of 
the 20,000 people the Government would have to employ, this would 
cost the Government $200 million a year. 

The present system of classifying banks for purposes of reserve 
requirements has been in effect for many years and is admitted to have 
been a good one. The classification is not based on geography, as 
such, but on the basic factors which must be considered in determinin 
reserve requirements, and these factors merely happen to be assochiall 
with the geographic characteristics 

Yet it is also admitted that a better and more scientific system of 
reserve requirements could be adopted. Proposals for such a system 
have been discussed for many years, and I for one would have no 
objection to a more scientific system. ‘The so-called reform provided 
in this bill, however, would not provide such a system. 


APPENDIX TABLE 
Required reserves under present law and Fed regulation as of February 1959 


{In millions of dollars] 





i 
Central Re- | 
| 



































| 
Total, all | servecity | Reserve city Country 
member | banks ( New banks banks 
banks York and 
Chicago) 
eee RES GUNNS. nk cw ck dcecnhosdcnenncsen $103, 693 | $25, 958 $40, 240 | $37, 494 
Percent required reserves.............--.---...- 114.9 18 164) ll 
Amount of reserves required.......-..-.----..- —$15, 436 $4, 672 $6, 640 $4, 124 
PI ss oped sau beset p ices $53, 602 $6, 626 $21, 660 25, 315 
Percent required reserves..................-.--- 5 5 5 5 
Amount of required reserves. ......:......----- $2, 680 $331 $1, 083 $1, 266 
Total, required reserves_..........------- $18, 116 $5, 003 | $7,723 | $5, 390 
1 Weighted average. 
Minimum required reserves permissible under present law 
| 
| Central Re- 
Total, all | serve city Reserve city | Country 
member | banks (New banks banks 
banks | York and 
Chicago) 
Net demand deposits _-_...-. ii debi tielane $103, 693 | | $25, 958 $40, 240 $37, 404 
Percent minimum re quired res serves.....------- 9.7 | 13 10 7 
Amount of minimum ance reserves......... $10, 024 $3, 375 $4, 024 $2, 625 
Time depos ee sdncnbowans $53, 602 $6, 626 $21, 660 25, 315 
Percent minimum re quired rese rves Dalosdnodes 3 3 3 3 
Amount of minimum required reserves under 
DER ONEE GE ssn setccncbcctancoduee pandnail $1, 608 $199 $650 759 
. : | Pg pe ee ee ee ee 
Total, minimum required reserves. .....- $11, 632 $3, 574 | $4, 674 $3, 384 
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Minimum required reserves permissible under H.R. 5237 and S. 1120 


eee eee ”-O?0 oor Oo&$__ 


Central Re- 


















Total, all serve city | Reserve city Country 
member banks (New banks banks 
banks York and 
Chicago) 
| capsattaiesaies acount flentiimnannes Rcistnlantepentitneniisitanatliwieshiadieetibitemnanaates 
Net demand deposits..................-........ $103, 693 $25, 958 $40, 240 $37, 404 
Percent — required reserves under pro- 
0 eee 7 7 7 7 
Amount of minimum required rese rves under 
proposed bills. ..........--- $7, 259 $1, 817 $2, 817 $2, 625 
Time deposits-.---- $53, 602 $6, 626 $21, 660 $25, 315 
Percent minimum require ad re rv s ‘under pro- 
posed bills. .--...-.-.- 4 3 3 3 3 
Anaunt of minimum re quired reserves under ‘ 
EE MME ecparideagetaneneacadqescosace) $1, 608 | $199 | $650 $759 
Minimum required reserves under proposed | 
bills... sedbitased na $8, 867 $2, 016 $3, 467 $3, 384 
Less vault cash.........- ‘ $2, 039 $160 $645 $1, 234 














POOtl. WW Oia iki 58t cacstbinddccbennd $6, 828 | $1, 856 $2, 822 $2, 150 





Source: Federal Reserve Bulletin, April 1959. 


Does the Federal Reserve System use member bank reserves for its own 
profit? 

There is a misunderstanding on the part of some bankers about how 
the Federal Reserve acquired its holdings of Government securities— 
which amount to about $25 billion. ‘They have thought that these 
securities really belong to the banks, rather than to the public, or that 
they should belong to the banks because the Fed has used the banks’ 
reserves to purchase these securities. 

Such an assumption flows quite naturally from the bankers’ ex- 
perience in their own operations. When a customer makes a deposit 
with a private bank, the bank makes a loan or an investment with this 
deposit. So it is natural for the banker to assume that when he 
deposits required reserves with the Federal Reserve System, the Sys- 
tem lends them or invests them, and ought at least to pay him interest 
for the use of these deposits. The idea is, however, entirely incorrect. 

Actually, the Federal Reserve has never invested the required 
reserves of the member banks, nor used them for any income purpose. 
The purpose of reserves is to assure that the banks will remain sol- 
vent—not to provide earning assets for the Federal Reserve System. 
And to use these reserves—that is, make them do double duty—would 
be to violate the purpose of reserves. 

The Federal Reserve may create new money, based on the Treasury’s 
gold reserve, up to $4 of money for each $1 ‘of gold. And by buying 
securities in the open market with the money thus created, it gives 
the private banks additional reserves on which they can create other 
new money, now at the rate of about $8 for each $1 of reserves. Or 
the Fed may allow the private banks to create more money on the 
reserves which they have previously deposited with the Federal 
Reserve banks, by changing its regulations to reduce required re- 
serves and thereby creating excess reserves. 

The fact is, then, that the Federal Reserve has used its own money- 
creating powers delegated by the Congress to acquire its portfolio of 
Government securities. It has used its own money-creating powers 
when it has issued currency—Federal Reserve notes. And it ‘has used 
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its own money-creating powers when it has purchased Government 
securities in the open market. When the Fed has purchased Govern- 
ment securities in the open market, it has actually given the member 
banks $1 of new reserves for each $1 of securities purchased. So not 
only has the Federal Reserve System not used the member bank re- 
serves to acquire its portfolio of Government securities, but it hag 
actually given the member banks additional reserves in the process of 
acquiring these portfolios. 

In the light of these facts, then, the “vault cash” bill which is now 
being considered in Congress has a meaning quite different from what 
many bankers had understood. The proposal to transfer several bil- 
lion dollars of the Federal Reserve’s holdings of Government securi- 
ties over to the private banks is, to put it bluntly, a proposal to 
legalize a raid on the Federal Treasury. The interest payments 
which the Federal Reserve receives on these securities provide sub- 
stantially all of the System’s income. This income goes first to pay 
the expenses of operating the System, most of which expenses are for 
providing free services to the private ‘banks. What is left over after 
expenses, however, goes back into the Federal Treasury. So if these 
securities are transferred to the private banks where the interest 
payments will go into bank profits instead of going back to the Fed- 
eral Treasury, this will be taking just that much money out of the 
taxpayers’ pockets. 

The following excerpts of testimony by a former Chairman and 
the present Chairman of the Board of Governors of the Federal 
Reserve System certainly bear out the fact that the System does not 
use the member bank reserves for its own operations. 

In 1951 Marriner S. Eccles, who was then Chairman of the Board 
of Governors of the Federal Reserve System, wrote an article for the 
Federal Reserve Bulletin in which he said: 


* * * T want to mr in passing that, contrary to a per- 
sistent popular fallacy, the Reserve System does not use 
reserves deposited with it by member banks to buy Govern- 
ment securities. As a matter of fact the System creates the 
funds used in open-market operations. These funds are in 
no way dependent upon such reserves as member banks 
carry with the Reserve Banks (Federal Reserve Bulletin 
January 1941, p. 15). 


In December 1956, William McC. Martin, Jr., the present Chairman 
of the Board of Governors, was before the Joint Economic Committee, 
along with several other Reserve officials. As chairman of this ses- 
sion, I questioned Mr. Martin closely on this point and got the same 
answer Mr. Eccles had given. I quote a portion of this record: 


The CHarrMAN (Mr. Patman). The point I am trying to 
make, Mr. Martin, is, I am trying to answer a fallacious argu- 
ment that is going over the country; No. 1, that these 
reserves that the member banks have in their Federal 
Reserve banks are used to buy these bonds. That is a 
fallacy; is it not? 

Mr. Martin. That is a fallacy. 

The CHarrMaNn. That is a fallacy; it is not true. 

Mr. Martin. That is right (hearings before the Subcom- 
mittee on Economic Stabilization of the Joint Economic 
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Committee on Monetary Policy: 1955-56, Dec. 10-11, 1956, 
p. 118), 


Allow me to quote again from the 1956 testimony of Chairman 
Martin: 


The CHarrMan (Mr. Patman). You have $24 billion 
worth of bonds. Now, those bonds were bought by giving 
of Federal Reserve notes in exchange for the bonds; were 
they not? 

Mr. Martin. Well, Federal Reserve credit. 

The CuarrMan. What is that? 

Mr. Martin. Federal Reserve credit. They were not 
specific—— 

The Cuarrman. That is what I mean. But every one of 
them is an obligation of the U.S. Government; is it not? 

Mr. Martin. That is correct. 

The Cuarrman. And that is what makes it good. 

Mr. Martin. That is right (hearings, ibid., p. 118). 


Now let’s see what the American Bankers Association says on the 
subject. Early in 1955 a spokesman for that association was before 
the House Committee on Banking and Currency, and, in passing, 
made a statement which repeated the mistaken notion that member 
bank reserves are used by the Federal Reserve System. I called upon 
the American Bankers Association to examine into this matter further 
and let me know what its position on the question is. I received a 
letter dated May 11, 1955, signed by Mr. George R. Boyles, chairman 
of the Committee on Federal Legislation of the American Bankers 
Association, which reads in part as follows: 


* * * Federal Reserve bank operations and functions 
are distinct in that they do not use their deposit liabilities, 
which are the reserves of member banks, to purchase U.S. 
Government securities. Individual bankers and others have 
had the opposite impression from time to time, and it has 
been necessary for us, as well as the Federal Reserve banks, 
to correct such misunderstanding when the occasion has 
arisen. 


Now I think we have established this crucial point: the Federal 
Reserve banks do not invest the reserves which the member banks 
deposit with them. Let me make, then, an added point: by buying 
Government securities, not only is the Reserve System not using 
reserves which, it might be argued, would otherwi ise be available for 
use by the member banks, but the System’s purchase of these secu- 
rities actually increases the reserves available for use by the member 
banks. The Federal Reserve Bulletin for February 1941 puts this 
matter very simply, as follows: 


Not only do the Reserve banks not depend for their lending 
power on member banks, but they are themselves in a posi- 
tion to increase or decrease the lending power of these banks. 
When the Reserve banks buy U.S. Government securities or 
make advances, they put reserve funds at the disposal of 
member banks, and thereby increase their lending power. 
And, contrariwise, when the Reserve banks sell securities or 
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reduce advances, they withdraw funds from member banks 
and thereby reduce their power to extend credit. By these 
means the Federal Reserve banks, as creators and extin- 
guishers of reserve funds, are in a position to exert an influ- 
ence on the cost and volume of bank credit. This is, in fact, 
their principal function as a monetary authority, and the 
policies pursued in performing this function are determined, 
not on the basis of the reserves available to the Reserve 
banks, but with reference to the economic needs of the 
country. 


On July 15, 1957, Mr. Martin testified on the financial institutions 
bill (S. 1451) before the House Banking and Currency Committee at 
p. 55 of the hearings, as follows: 


Mr. Patman. * * * 

Now, these statements of the Federal Reserve Board, 
covering the 12 Federal Reserve banks, shows that 96 or 97 
percent of all the earnings of all the Federal Reserve banks 
comes from interest on Government bonds. 

Now, Mr. Martin, in acquiring those bonds for the 12 
Federal Reserve banks, isn’t it a fact that you don’t use as 
backing for the money ‘which you exchange for those bonds, 
for instance $23 million worth for the Dallas b: ank, you didn’ t 
use the reserve of the member banks; did you? 

Mr. Martin. That is correct. 

Mr. Parman. You did not use the capital stock of the ' 
member banks; did you? 

Mr. Martin. That is correct. 

Mr. Parman. You did not use the reserves or the surplus 
funds of the member banks? 

Mr. Martin. That is correct. 

Mr. Parman. Isn’t it a fact that the only thing you used 
was money that you created which, of course, you have a 
right to do under the law? You created $23 million in 
Federal Reserve notes. Whether you actually trans- 
ferred them physically or not, the result was that you 
created that much in Federal Reserve notes and traded 
them for U.S. Government bonds. That is correct; is it 
not? 

Mr. Martin. That is one way of stating it. 


—_— -  — io a —) oes 


— 


In an article published by the Federal Reserve Bank of New York,” 
the question of whether the Federal Reserve banks invest the member 
banks’ reserves is clarified. 


ae Lk eis, Gan 


* * * the idea has been expressed from time to time that 
member banks, by depositing these reserve funds in the 
Federal Reserve banks, have enabled the Reserve banks to 
enlarge their earnings assets and hence their earnings. 
This has led to the conclusion in some quarters that the 
earnings of Reserve banks have been derived from funds 

rovided by the member banks, and hence that the member 

anks should be permitted to participate more largely in 
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% Federal Reserve of New York, Bank Reserves, Some Major Factors Affecting Them, Sources and 
Uses of Member Bank Reserves, 1914 to 1952, by A. IR. Smith, November 1953, pp. 14-17. 
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the earnings of the Reserve banks. On the basis of this 
conclusion, some observers have even contended that the 
payment: of a large proportion of the Reserve banks’ net 
earnings to the Treasury indirectly involves the subjection 
of member banks to a disproportionately heavy tax 
burden * * *. 

Indeed, the view that the Federal Reserve banks invest 
the reserve deposits of their member banks in Government 
securities can now be seen to be the opposite of the actual 
process. What really happens is that, when the Reserve 
banks purchase Government securities in the open market, 
they create bank reserves. * * * , 

Finally, since the earning power of the Federal Reserve 
banks arises from the note issue and credit-granting author- 
ity given them by Congress, and since actual earnings are 
largely related to various functions performed in the national 
interest, the Reserve banks either have been legally obliged 
(from 1914 to 1932) or have considered it appropriate (from 
1947 to date) to turn over a large proportion of their earnings 
(after expenses and the statutory dividend of 6 percent on 
their paid-up stock) to the U.S. Treasury. 


Who owns the Federal Reserve System? 


There is a misconception among some bankers that member banks 
own the Federal Reserve System itself, being stockholders in the 
System. This idea arises from the fact that the law requires the 
member banks to make a small investment in the System, and the 
law unfortunately uses the term “stock’’ in this connection. The 
specifications in the law make it clear, however, that this is in no 
sense stock in the normal meaning of the term, which would have 
some ownership or proprietary rights. But those who overlook the 
specifieations in the law get a notion that with a stock investment 
of $373 million, the member banks have acquired ownership of the 
Government’s money-creating powers now amounting to $82.4 billion, 
including $20.6 billion worth of gold. 

The law makes it abundantly clear that this so-called stock is not 
ownership stock and carries none of the rights and privileges of stock. 
This ‘stock’ cannot be sold, it cannot be voted, it cannot be hypothe- 
cated, it cannot pay dividends, it does not entitle the stockholders to 
inspect the books, and it does not entitle the stockholders to a share 
in the assets. Further, the law plainly states that even if the Federal 
Reserve System were liquidated, the so-called stock would have no 
claim on the assets of the System, except to the extent of the principal 
actually paid in. 

What this so-called stock actually amounts to, in effect, is another 
required reserve. It serves no purpose except as an additional safe- 
guard to the solvency of the member banks. The Federal Reserve 
does not invest the funds from this stock and has itself no use for these 
funds, although it does pay the banks a handsome interest of 6 per- 
cent. In fact, the Federal Reserve is now continuously holding idle 
and unused $868 million of its own earnings in a surplus account for 
which it can also find no purpose. This $868 million belongs to the 
Federal Treasury and ought to be paid in to the Treasury at once, to 
be used to pay off some of the Federal debt. Holding back these 
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funds is costing the taxpayers $100,000 a day in unnecessary interest 
charges. Furthermore, the so-called stock investment should also be 
paid back. Since these funds serve no purpose, paying interest on 
them is taking money out of the taxpayers’ pocket for no purpose, 
except to pay the banks a subsidy. 

In the hearing records of congressional committees over the lifespan 
of the Federal Reserve System, “there has been accumulated abundant 
evidence to substantiate the facts that the Federal Reserve System is 
owned by the Federal Government—all the people of the United 
States—and not by the member banks. I shall cite from these inves- 
tigations statements made by Federal Reserve oflicials, Members of 
Congress, outstanding economists, and others to support this position 

From 1935 to 1938, there was considerable agitation in Congress— 
particularly in the House of Representatives—about the ownership 
of the Federal Reserve banks. ‘The argument at that time that the 
Federal Reserve banks were owned by the private commercial banks 
caused a large group of Members of the House of Re ‘presentatives to 
form an unofficial steering committee for the enactment of a law pro- 
viding for Government purchase and ownership of these banks. This 
steering committee, composed of 160 Members of the House of Repre- 
sentatives from 39 States, caused to be introduced in my name a 
bill, H.R. 7230, in the 75th Congress providing for the Government 
ownership of the 12 Federal Reserve banks. 

Public hearings on the proposal 

There were public hearings on this bill, before the Banking and 
Currency Committee of the House commencing March 2, 1938. The 
hearings comprise 508 pages and contain the testimony of a number 
of Members of Congress, including myself; former U.S. Senator 
Robert L. Owen, who was the coauthor of the Federal Reserve Act 
in 1913, which became a law December 23, 1913, by the signature of 
President Woodrow Wilson; Hon. Marriner S. Eccles, Chairman of 
the Board of Governors of the Federal Reserve System; Hon. Ronald 
Ransom, Vice Chairman of the Board of Governors of the Federal 
Reserve System; many outstanding economists. 

By reason of these hearings many of our group were convinced that 
the Government already owned the Federal Reserve banks. 

Chairman Henry Steagall, presiding at these hearing,s who was 
chairman of the Banking and C urrency Committee of the House 
when the 1935 Federal Reserve Act became a law, disputed the conten- 
tion that the Federal Reserve banks were owned by the member 
banks. He stated, and this is recorded at page 50 of the hearings: 


* * * and while I understand that the contribution to the 
capital of the Federal Reserve banks under the system now 
obtaining is not in a true sense a subscription to capital—I do 
not know exactly how to characterize it; it is more in the 
nature of an investment, like an investment in a Govern- 
ment bond where your return is definite and limited, but 
where you do not share in the profits of the system as ordi- 
narily is the rule in the case of investments in the capital of a 
banking institution, * * * 
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Chairman Eccles of the Board of Governors of the Federal Reserve 
System testified about the ownership as follows: 


* * * Tt is more nearly in the nature of a compulsory 
capital contribution than stock ownership * * * (p. 446 of 
the hearings on H.R. 7230). 


All of us were convinced later on after investigating further and 
articularly by the hearings before the Joint Economic Committee in 
1952 where this question was carefully gone into. It was shown beyond 
any doubt that the Federal Reserve ‘banks are instrumentalities of the 
Government and are owned by the Federal Government. The so- 
called stock, which is 3 percent of the capital and surplus of the 
member banks, is more of an involuntary investment upon which 
these banks receive 6 percent annually. ‘This so-called stock is not 
needed and it is not used; it is not even invested. It has never been 
invested. If it were invested, it would save the Government that 
much between its earnings and the 6 percent that is paid each year 
on it. 


PRIVATE BANKS HAVE NO PROPRIETARY INTEREST IN THE FEDERAL 
RESERVE 


After the 1952 hearings, no one who has studied the question and 
is unbiased has contended that the private banks own the Federal 
Reserve System. On the other hand, they are recognized as being 
owned by the U.S. Government. It is possible for me to quote 
former Chairman Eccles and the present Chairman of the Federal 
Reserve Board, Mr. Martin, dozens of times in printed testimony 
wherein it is stated repeatedly in answer to questions that the member 
banks do not have a proprietary interest in the Federal Reserve 
banks. There is no doubt about it. 

In a letter to me dated April 18, 1941, the Chairman of the Federal 
Reserve Board, Mr. M.S. Eccles, stated: 

This so-called stock ownership, however, is more in the 
nature of an enforced subscription to the capital of the Fed- 
eral Reserve banks than an ownership in the usual sense. 
— stock cannot be sold, transferred, or hy pothee ated, nor 

‘an it be voted in accordance with the par value of the shares 
held. Thus, the smallest member bank has an equal vote 
with the largest. Member banks have no right to participate 
in earnings above the statutory dividend, and upon liquida- 
tion any funds remaining after retirement of the stock revert 
to the Government. 

In hearings before the Subcommittee on Economic Stabilization of 
the Joint Economic Committee in 1956,” I asked Chairman Martin 
of the Federal Reserve Board whether this statement has any validity. 


The CuatrmMan (Mr. Patman). No. 2 [The proposition] is 
that the banks own the Federal Reserve Banking System, 
and it is run by the banks; it is operated for their benefit. 

That is a fallacy, is it not? 





"U.S. Congress, Joint Economie Committee, Subcommittee on Economic Stabilization, hearings, 84th 
Cong., 2d s¢ Ss., 1956, pp. 119-120. 
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Mr. Martin. That is a fallacy. 


- * * * * 


The CuHarrMaANn. That stock, or that word “stock,” is a 
misnomer, is it not? 

Mr. Martin. If you are talking about stock in terms of 
proprietorship, ownership—yes. 

The CuatrMan. Well, of course, that is what stock is; yes. 
Normally that is what stock i iS; when you say “‘stock,” you 
mean a proprietary interest of some kind, do you not? 

Mr. Martin. In the ordinary sense, yes. 

The CuarrMaNn. That is right, in the ordinary sense. 

Mr. Martin. You and I are in agreement that it is not 
proprietary interest. 

The CHarrRMAN. Yes. 

Therefore, this does not convey any proprietary interest 
at all, and the word “stock” is a misnomer. It is not a cor- 
rect word at all. It is just an involuntary assessment that 
has been made on the banks as long as they are members. 

Now, if they go out, the money is refunded to them. 
But as long as they are members, they get 6 percent annually 
on that. 

And as evidence of the fact that they do not have any 
proprietary interest, which you admit, is the fact that this 
so-called stock cannot be sold, it cannot be hypothecated, 
and as a convincing and unanswerable argument that the 
banks have no interest in the Federal Reserve System as 
such, financial or proprietary interest, the law specifically 
provides that in the event of the liquidation of a Federal 
Reserve bank, that after they get their $300 million stock 
back, the Government gets everything else. That is right; 
is it not? 

Mr. Martin. That is right. 

The CHarrMan. Now, if the banks had any proprietary 
interest in that, they would get what was left after liquida- 
tion, would they not? 

Mr. Martin. Well, you and I are in agreement it is not 
proprietary interest. 

The CHatrMAN. Yes. 

Therefore, the statement that the banks own the Federal 
Reserve System is not a correct statement, is it? 

Mr. Martin. The banks do not own the Federal Reserve 
System. (Hearings before a Joint Subcommittee on Eco- 
nomic Stabilization of the Joint Economic Committee, 
84th Cong., 2d sess., December 1956, pp. 119-120.) 

Federal Reserve surplus of billion dollars should be used now to reduce 
national debt 
The Federal Reserve does not need the funds invested in its so-called 
capital stock. It does not need any surplus. It operates on the 
credit of the Nation and has the power to create money and does cre- 
ate money. Mr. Martin, Chairman of the Board, has said the 
Federal Reserve does not need the capital stock. 
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When Chairman Martin was testifying July 15, 1957, with Gover- 
nor Robertson, also a member of the Board, at his side, Governor 
Robertson asked to be allowed to answer a question about the sur- 

lus fund of the Federal Reserve that I had propounded to Chairman 
artin. So the answers are the answers of both Governors Martin 
and Robertson as follows: 


I wonder, however, since you have about three-quarters 
of a billion dollars in the surplus fund of the Federal Reserve 
banks, why you want 10 percent more each year. What 
will you do with it? It doesn’t serve any purpose. It is 
idle, unused. What do you want to put it aside for? 

Governor Ropertson. May I answer that? 

Mr. Parman. Certainly. 

Governor Ropertson. There is no magic -in any 90 
percent or 10 percent or anything else. 

Mr. Parman. Why do you want any percent? Why do 
you want any amount, as long as you have a certain amount 
in the surplus fund of a bank? Why are you not satisfied 
with that? Why do you want to keep piling up more 
money, which is unused and doesn’t serve any purpose? 

Governor Ropertson. The only thing we were trying to 
do here was to follow out the original concept of the statute. 
It did provide for a surplus. This contemplates building up 
the surplus, not because you needed it today but because you 
might need it some other time. 


CANNOT IMAGINE A USE FOR IT 


Mr. Patman. What would you need it for? 

Governor Ropertson. I can’t imagine. I hope there is 
never a situation to need it. 

Mr. Parman. To keep you from coming back to Congress 
for an appropriation; that is the only thing. 

Governor Ropertson. Oh, no; we would never have to 
come back for appropriations. 

Mr. Parman. Well, you would if you ran out of funds. 

Governor Ropertson. We are not going to. 

Mr. Patman. You almost did at one time. 

Governor Rosertson. Well, we will never have another 
such situation. 

Mr. Parman. You have too much money piled up. 

Governor Ropertson. Maybe that would be a good pur- 
pose to serve, so we wouldn’t have to come back. 

Mr. Patman. Maybe we should make it possible for you to 
pay a hundred percent into the Treasury, as long as there is a 
surplus equal to a specified amount in each Federal Reserve 
bank. Don’t you think that would be reasonable? 

Governor Ropertson. We suggested this in the alterna- 
tive, as you know. We suggested we be authorized to turn 
over to the Treasury amounts, or put it in franchise tax, and 
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that was the one selected. We don’t care which way it is, 
We think the money must go to the Treasury. 
* ” * * * 


Mr. Martin testified, page 396 on S. 1451 in July 1957 about the 
stock owned by the member banks in the Federal Reserve banks 
as follows: 


Mr. Parman. And it cannot be voted except according 
to the rules that you explained to him. 

For what purpose is that money used, Mr. Martin? 
Can you name one purpose for which that money is needed, 
except as you said, that it creates a good relationship with 
the banks and makes them feel they are part of the System. 
Outside of that, what purpose does that capital stock serve? 

Mr. Martin. I don’t think it has any purpose at the 
moment. I think originally it was part of the organization 
capital of the Federal Reserve banks. 

Ar. Parman. To set up the Reserve banks? 

Mr. Martin. Certainly. 

Mr. Patman. But now it is not needed at all, is it? 

Mr. Martin. I think we could get along without it today. 

Mr. Parman. All right. 





APPENDIX 


BANKERS AND SUBSIDIES 
(Alvin H. Hansen) 


The recent report of the Economic Policy Commission of the 
American Bankers Association entitled “A Plan for Member Bank 
Reserve Requirements” is a remarkable document. The bankers are, 
in effect, asking Congress to hand them on a silver platter $9.8 billions 
of earning assets in place of an equivalent amount of unearning cash 
assets which they are now required to hold as reserves. The proposal 
is to count vault cash as part of the required reserves and to reduce 
the reserve requirements from the present levels (20 percent for 
Central Reserve city banks in New York and Chicago, 18 percent for 
Reserve city banks in some 50 of the largest cities, and 12 percent for 
smaller banks) to a uniform 10 percent.! Of the $9.8 billion, $7.7 
billion is accounted for by the reduction in reserve requirements and 
$2.1 billion is accounted for by the inclusion of vault cash as part of 
required reserves. 

It is evident that only a very smell part of the windfall would 
accrue to the smaller so-called country banks which hold about 38 
percent of the total assets of member banks. The proposal, if en- 
acted into law, would conspicuously favor the large banks. 

American history is replete with Government subsidies on a hand- 
some scale. In many, possibly even in most cases, these subsidies— 
from the railroad land grants to low-cost public housing—can be 
justified from the standpoint of the general welfare. But no one will 
deny, I think, that there are few if any actions of Government that 
demand a more conscientious assessment of general social benefits and 
costs. Subsidies, open or veiled, should continually be subjected to 
careful scrutiny. And this is especially true of subsidies which are 
veiled in mystery as is the case with the one here under consideration. 

The Commission says that a “clear-cut understanding on the part of 
the public” is highly important. Unfortunately, the report falls 
considerably short of this worthy aim. Still there is no need to feel 
alarmed. ‘The Congress has evidenced in recent years a high degree 
of enlightenment with respect to monetary and banking matters and 
is not likely to act hastily on this proposal. 

World War II could have been financed entirely (apart from taxes 
and bond sales to the public) by the Federal Reserve banks. - This 
would have involved no subsidy to anybody. The war was indeed 
partly financed in this manner. The Federal Reserve banks absorbed 
about $22 billion of new U.S. securities. The commercial banks, how- 
ever, absorbed much more, about $69 billion. To enable them to 
acquire this huge volume of earning assets, they were supplied with the 
requisite reserves. This cost the banks not a cent. 


1 The report suggests that this may be lowered or raised by the Federal Reserve Board within the range 
of 8 and 12 percent. 
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Some economists objected strongly to this procedure. They 
wanted the Federal Reserve to do all the bank financing in order to 
prevent the bestowal of a huge windfall of earning assets on the 
commercial banks. 

The policy pursued could, however, be justified. The volume of 
monetary transactions was rising by leaps and bounds under the 
rapidly growing war economy, This development involved huge 
increases in the cost of banking operations. War financing involved 
extensive banking services performed for the Treasury by the banks, 
Had the war bank-financing been done exclusively by the Federal 
Reserve, the commercial banks would have had to be subsidized in 
some other manner, or else they would have been compelled to charge 
unbearably high service charges. 

The Economic Policy Commission deplores the fact that the Federal 
Reserve banks had absorbed so high a proportion of the war issues, 
The commercial banks could have done the job with less use of Federal 
Reserve credit had the reserve requirements been reduced. Had 
this been done, nearly all of the asset windfalls would have fallen to 
the commercial banks and virtually none of the Federal Reserve banks. 
The commission now wishes to back track and undo what was done. 
ae wish to hand over $9.8 billions of earnings assets to the member 

anks. 

The commission makes note of the fact that the drastic reduction 
in reserve requirements which it recommends might result in a mul- 
tiple expansion of bank credit with inflationary implications. The 
report rightly points out, however, that this could easily be offset by 
open-market sales of securities by the Federal Reserve. But the 
report fails to point out that a $9.8 decrease in required eash, offset 
by a $9.8 sale of securities by the Federal Reserve, would give the 
commercial bank a $9.8 billion windfall by transforming $9.8 billion 
of non-earning assets into earning assets. Yet the report takes pains 
to explain that in 1948, in the opposite direction, the temporary in- 
crease of about 2 billions in reserve requirements, offset by open- 
market purchases by the Federal Reserve, forced the banks “‘to part 
with about $2 billion of their earning assets.” 

The committee does indeed in another section admit somewhat 
niggardly that the proposed plan would cost the Government some- 
thing since the Federal Reserve would hold $9.8 less U.S. securities, 
the profits from which revert largely to the Treasury. The report 
admits that bank earnings under their plan would “probably be 
benefited.” 

For a growing economy, an important issue is raised in this report. 
Which method of Federal Reserve control is to be preferred: 
(1) Changes in reserve requirements, or (2) open-market operations? 
From the short-run cyclical standpoint, it makes perhaps less differ- 
ence which method is used, though the open-market method is likely 
to work more smoothly, and, especially in the case of contraction, with 
less discriminatory effect on different banks. From the growth stand- 
point, however, the two methods operate very differently. Both 
methods, it is true, provide earning-asset windfalls to the commercial 
banks. But there is this difference. When the expansion is effected 
by way of open-market operations, the earning-asset windfall is shared 
(as was the case with wartime financing) between the banks and the 
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Federal Reserve. The net effect of the open-market method is that 
the Government, since it is paid about 90 percent of the Federal 
Reserve profits, would participate in the money-creating windfall. 
The open-market method is thus clearly the more favorable to the 
taxpayer. 

The commercial banks, as holders of Government securities acquired 
painlessly through the process of war financing, are already on the 
defensive. The “100 percent reserve” people can and do press the 
attractive “free enterprise” argument that banks, like other businesses, 
ought to earn their own way. ‘The “100 percenters” want to move in 
exactly the opposite direction from that suggested by the bankers’ 
commission. ‘They want to squeeze U.S. securities out of the com- 
mercial banks altogether by means of Federal Reserve purchases, 
offsetting the added reserves thus created by raising the reserve 
requirements toward the ‘100 percent”? goal. This process would 
virtually eliminate commercial banking. In contrast, the system 
we now have, with open-market purchases by the Federal Reserve as 
expansion of bank credit is needed for growth, provides the basis for 
a dynamic and healthily growing commercial banking system.—From 
“The Review of Economics and Statistics’ (Harvard University Press, 
Cambridge, Mass.), volume XL, No. I, part I, February 1958, 











SUPPLEMENTAL VIEWS OF REPRESENTATIVES HENRY §, 
REUSS AND BYRON L. JOHNSON 


We regret that the committee in approving H.R. 5327, as amended, 
set its seal of approval on the reduction of the upper limit of demand 
deposit reserve requirements for central Reserve city banks (member 
banks in New York City and Chicago) from the present 26 percent to 
20 percent. In other respects, the bill passed by the committee has 
the effect of adding to the powers of the Federal Reserve System— 
though in the direction of permitting decreases in reserve requirements 
below those now established by statute—but this change takes away, 
— unnecessarily, a discretionary power established by the Banking 

ct of 1935. 

The 1935 act made permanent power temporarily given the System 
in 1933 to increase reserve requirements for all classes of member 
banks when such action was necessary to prevent injurious credit 
expansion. It is hard to understand why the Federal Reserve should 
have sponsored a move to deprive the Federal Reserve of an essential 
anti-inflationary tool, particularly at a time when the Federal Reserve 
finds inflation such a pressing danger. 

The power granted in 1935 is, moreover, not one which has been 
redundant but one which has had to be actively employed during most 
of the period it has been in existence. In fact, the legal reserve per- 
centage for the New York City and Chicago banks was raised to the 
maximum 26 percent in 1937, in 1941, and again in 1948. During the 
17-year period from 1937 to 1954, the required reserve ratio exceeded 
the 20 percent figure now proposed as the legal maximum, nearly all 
the time. This experience scarcely supports the statement of the 
System that a “‘reason for lowering the range for central Reserve city 
banks is that, in the judgment of the Board, a maximum of 20 percent 
is believed to provide sufficient leeway for any increases that may be 
needed in the foreseeable future” (hearings, p. 5). 

It should be noted that the permission to count vault cash adds to 
the assets counted for reserves, and thus operates in fact to reduce 
the significance of present reserve ratios. Simply to preserve the 
strength of existing reserve ratios would require increasing, not 
reducing, reserve requirements. 

Far from reducing any power for flexible monetary control gradually 
given the Federal Reserve System over the years, we should in fact be 
thinking of ways to increase these powers so that we will not have to 
resort to hasty, makeshift measures in times of need. We heartily 
concur with the sound recommendation, too long neglected, of the 
Subcommittee on General Credit Control and Debt Management of 
the Joint Economic Committee in 1952: 

While we see no immediate need for the imposition of 
higher reserve requirements or for reserve requirements of 
new forms (e.g., requirements which might be met in whole 
or in part by U.S. securities or requirements expressed as per- 
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centages of assets rather than of liabilities), we believe that 
further consideration should be given to the adoption of 
legislation providing the Board of Governors with additional 
powers over bank reserve requirements for use at its discre- 
tion. The time to provide such powers is during a period of 
quiescence in inflationary pressures and not when the discus- 
sion of them would dramatize and so intensify existing 
pressures. (Report of Subcommittee on General Credit 
Control and Debt Management of Joint Economic Com- 
mittee, 82d Cong., 2d sess., “Monetary Policy and the 
Management of the Public Debt,’ July 3, 1952, pp. 3 and 4). 


In the past, both the Federal Reserve System and the representa- 
tives of the private banks have, when inflationary dangers appeared 
to lie ahead, urged substantial enlargement of reserve control powers. 

In December 1940, facing the prospect of a defense program no 
larger than today’s, the Reserve Board, the 12 presidents of the 
Federal Reserve banks, and the 12 members of the Federal Advisory 
Council (who are representatives of the private banking community) 
joined in recommending that the minimum reserves on demand de- 

sits be established by statute at 26 percent for central Reserve city 

anks, at 20 percent for Reserve city banks, and 14 percent for 

country banks. Moreover, they recommended that the System be 
empowered to double these new required levels, if necessary, to 52, 
40, and 28 percent, respectively, for the three classes of banks. 

In 1945, 1946, and 1947, the Federal Reserve in its annual reports 
described ways in which its basic reserve powers could be usefully 
implemented. In December 1947, the System proposed to the Con- 

ess a carefully worked out special reserve plan which could have 

een imposed in addition to the regular reserve requirements. Instead 
the Congress in the summer of 1948, approved temporary upper re- 
serve limits on demand deposits of 30, 24, and 18 percent, for central 
Reserve, Reserve city, and country banks, respectively. 

Allan Sproul, then president of the Federal Reserve Bank of New 
York, had this to say in 1949 in favor of continuing the 30, 24, and 
18 percent maximums: 


There may well be reasons, taking the long view, for an in- 
crease in the reserve requirements of the commercial banks 
of the country, and of the limits within which these require- 
ments can be varied by the Federal Reserve System * * *. 
With a modern central banking system operating in a highly 
developed deposit banking system, and with a decreasing reli- 
ance upon gold, much of the need for low reserve require- 
ments and consequent economizing in the provision of 
money by commercial banks has disappeared. In these cir- 
cumstances there may well be a balance of advantage in . 
higher reserve requirements, as a means of reducing the 
dangerous expansibility and, at times, destructive con- 
tractibility of a money supply based on low reserve ratios 
of commercial banks. There may be too great an element of 
leverage in our present system to be left at the disposal of 
14,000 banks. (Hearings before the Senate Banking and 
Currency Committee, 8ist Cong., Ist sess., “To Extend 
Consumer Credit Controls and To Provide for Bank Re- 
serve Requirements,” May 11, 12, and 13, 1949, p. 69). 
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The Federal Reserve spokesman suggested at the hearings on H.R, 
5327 that if additional powers to raise reserve requirements should 
later prove needed, they would come to Congress and request them, 
This ignores not only the arguments noted above, but also the fact 
that Congress may not beinsession. Part of the inflationary troubles 
in the summer and fall of 1950 could have been avoided if adequate 
power had been given the Federal Reserve in advance. 

Power to impose higher reserve ratios is permissive, not mandatory, 
It is far better for the Federal Reserve to have the power and not 
need it, than to need the power and not have it. 

We cannot know what combination of circumstances may again 
require the imposition of higher reserve requirements. Instead of 
embalming this valuable antiinflation instrument, we ought to be 
perfecting it. We face a serious debt management crisis now, due in 
large part to the persistent inclination of the Federal Reserve to 
abandon the reserve requirement tool and to confine its credit control 
moves to sales of Government securities and increases in the rediscount 
rate. This has caused an unprecedented rise in the interest cost of 
the national debt and a tremendous added burden on the entire tax- 
paying public. 

We believe that the House should seriously consider not only 
retaining the present maximum reserve requirements, but increasing 
them, 


| 
| 


~~ st he ee UF UhlCU 





@ eos Ret” 


»t 


in 
of 
e 
in 


ol 
nt 
of 


X~ 


ly 
ig 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as passed 
by the Senate, are shown as follows (existing law proposed to be 
omitted is enclosed in black brackets, new matter is printed in italics, 
existing law in which no change is proposed is shown in roman): 


NOTE.—Because of different effective dates, changes in existing law made 
by S. 1120 are shown in two parts. Part 1 contains changes in existing law 
which would become effective on the date of the enactment of S. 1120. 
Part 2 contains changes in existing law (amended as shown in Part 1) which 
would become effective 3 years after the date of the enactment of S. 1120. 





PaRT 1 


(Effective on the date of enactment) 
SECTION 19 OF THE FEDERAL RESERVE ACT 
BANK RESERVES 


Sec. 19. The Board of Governors of the Federal Reserve System 
is authorized, for the purposes of this section, to define the terms 
“demand deposits,’ “gross demand deposits,” ‘deposits payable on 
demand,’’ “time deposits,” ‘‘savings deposits,’ and “trust funds,’’ to 
determine what shall be deemed to be a payment of interest, and to 
prescribe such rules and regulations as it may deem necessary to 
effectuate the purposes of this section and prevent evasions thereof: 
Provided, That within the meaning of the provisions of this section 
regarding the reserves required of member banks, the term ‘‘time 
deposits’ shall include “savings deposits.”’ 

Every bank, banking association, or trust company which is or 
which becomes a member of any Federal reserve bank shall estab- 
lish and maintain reserve balances with its Federal reserve bank as 
follows: 

(a) If not in a reserve or central reserve city, as now or hereafter 
defined, it shall hold and maintain with the Federal reserve bank of 
its district an actual net balance equal to not less than seven per 
centum of the aggregate amount of its demand deposits and three 
per centum of its time deposits. 

If in a reserve city, as now or hereafter defined, it shall hold and 
maintain with the Federal reserve bank of its district an actual net 
balance equal to not less than ten per centum of the aggregate amount 
of its demand deposits and three per centum of its time deposits[: Pro- 
vided, however, That if located in the outlying districts of a reserve 
city or in territory added to such a city by the extension of its corporate 
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charter, it may, upon the affirmative vote of five members of the Board 
of Governors of the Federal Reserve System, hold and maintain the 
reserve balancs specified in paragraph (a) hereof]. 

(c) If in a central reserve city, as now or hereafter defined, it shall 
hold and maintain with the Federal reserve bank of its district an 
actual net balance equal to not less than [thirteen] ten per centum of 
the aggregate amount of its demand deposits and three per centum of 
its time deposits: Provided, however, That if located in the outlying 
districts of a central reserve city or in territory added to such city by 
the extension of its corporate charter, it may, upon the affirmative 
vote of five members of the Board of Governors of the Federal Reserve 
System, hold and maintain the reserve balances specified in paragraphs 
(a) or (b) thereof]. 

Notwithstanding the other provisions of this section— 

(1) the Board of Governors, under such regulations as it may 
prescribe, may permit member banks to count all or part of thew 
currency and coin as reserves required under this section; and 

(2) a member bank in a reserve city may hold and maintain the 
reserve balances which are in effect under this section for member 
banks described in paragraph (a), and a member bank in a central 
reserve city may hold and maintain the reserve balances which are 
in effect under this section for member banks described in paragraph 
(a) or (6), if permission for the holding and maintaining of such 
lower reserve balances is granted by the Board of Governors of the 
Federal Reserve System, either in individual cases or under regula- 
tions of the Board, on such basis as the Board may deem reasonable 
and appropriate in view of the character of business transacted by 
the member bank. 

Notwithstanding the other provisions of this section, the Board of 
Governors of the Federal Reserve System, upon the affirmative vote 
of not less than four of its members, in order to prevent injurious 
credit expansion or contraction, may by regulation change the require- 
ments as to reserves to be maintained against demand or time deposits 
or both (1) by member banks in central reserve cities or (2) by member 
banks in reserve cities or (3) by member banks not in reserve or central 
reserve cities or (4) by all member banks; but the amount of the re- 
serves required to be maintained by any such member bank as a result 
of any such change shall not be less than the amount of the reserves 
required by law to be maintained by such bank [on the date of enact- 
ment of the Banking Act of 1935] nor more than twice such amount. 

No member bank shall act as the medium or agent of any nonbank- 
ing corporation, partnership, association, business trust, or individual 
in making loans on the security of stocks, bonds, and other investment 
securities to brokers or dealers in stocks, bonds, and other investment 
securities. Every violation of this provision by any member bank 
shall be punishable by a fine of not more than $100 per day during the 
continuance of such violation; and such fine may be collected, by suit 
or otherwise, by the Federal reserve bank of the district in which such 
member bank is located. 

No member bank shall keep on deposit with any State bank or trust 
company which is not a member bank a sum in excess of ten per centum 
of its own paid-up capital and surplus. No member bank shall act as 
the medium or agent of a nonmember bank in applying for or receiving 
discounts from a Federal reserve bank under the provisions of this Act, 
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except by permission of the Board of Governors of the Federal Reserve 
System. 

The required balance carried by a member bank with a Federal re- 
serve bank may, under the regulations and subject to such penalties as 
may be prescribed by the Board of Governors of the Federal Reserve 
System, be checked against and withdrawn by such member bank for 
the purpose of meeting existing liabilities. 

In estimating the reserve balances required by this Act, member 
banks may deduct from the amount of their gross demand deposits the 
amounts of balances due from other banks (except Federal Reserve 
banks and foreign banks) and cash items in process of collection pay- 
able immediately upon presentation in the United States, within the 
meaning of these terms as defined by the Board of Governors of the 
Federal Reserve System. 

National banks, or banks organized under local laws, located in 
Alaska or in a dependency or insular possession or any part of the 
United States outside the continental United States may remain non- 
member banks, and shall in that event maintain reserves and comply 
with all the conditions now provided by law regulating them; or said 
banks may, with the consent of the Board of Governors of the Federal 
Reserve System, become members banks of any one of the reserve dis- 
tricts, and shall in that event take stock, maintain reserves, and be 
subject to all the other provisions of this Act. 

No member bank shall, directly or indirectly, by any device whatso- 
ever, pay any interest on any deposit which is payable on demand: 
Provided, That nothing herein contained shall be construed as pro- 
hibiting the payment of interest in accordance with the terms of any 
certificate of deposit or other contract entered into in good faith which 
is in force on the date on which the bank becomes subject to the provi- 
sions of this paragraph; but no such certificate of deposit or other con- 
tract shall be renewed or extended unless it shall be modified to con- 
form to this paragraph, and every member bank shall take such action 
as may be necessary to conform to this paragraph as soon as possible 
consistently with its contractual obligations: Provided further, That 
this paragraph shall not apply to any deposit of such bank which is 
payable only at an office thereof located outside of the States of the 
United States and the District of Columbia: Provided further, That 
until the expiration of two years after the date of enactment of the 
Banking Act of 1935 this paragraph shall not apply (1) to any deposit 
made by a savings bank as defined in section 12B of this Act, a 
amended, or by a mutual savings bank, or (2) to any deposit of public 
funds made by or on behalf of any State, county, school district, or 
other subdivision or municipality, or to any deposit of trust funds if 
the payment of interest with respect to such deposit of public funds 
or of trust funds is required by State law. So much of existing law 
as requires the payment of interest with respect to any funds deposited 
by the United States, by any Territory, District, or possession thereof 
(including the Philippine Islands), or by any public instrumentality, 
agency, or officer of the foregoing, as is inconsistent with the provisions 
of this section as amended, is hereby repealed. 

The Board of Governors of the Federal Reserve System shall from 
time to time limit by regulation the rate of interest which may be paid 
by member banks on time and savings deposits and shall prescribe 
different rates for such payment on time and savings deposits having 
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different maturities, or subject to different conditions respecting with- 
drawal or repayment, or subject to different conditions by reason of 
different location, or according to the varying discount rates of mem. 
ber banks in the several Federal Reserve districts. No member bank 
shall pay any time deposit before its maturity except upon such con. 
ditions and in accordance with such rules and regulations as may be 
prescribed by the said Board, or waive any requirement of notice 
before payment of any savings deposit except as to all savings deposits 
having the same requirement: Provided, hat the provisions of this 
paragraph shall not apply to any deposit which is payable only at an 
office of a member bank located outside of the States of the United 
States and the District of Columbia. 

Notwithstanding the provisions of the First Liberty Bond Act, as 
amended, the Sec ond Liberty Bond Act, as amended, and the Third 
Liberty Bond Act, as amended, member banks shall be required to 

maintain the same reserves against deposits of public moneys by the 
United States as they are required by this section to seated’ against 
other deposits: Provided, That until six months after the cessation of 
hostilities in the present war as determined by proclamation of the 
President or concurrent resolution of the Congress no deposit payable 
to the United States by any member bank arising solely as the result of 
subscriptions made by or through such member bank for United States 
Government securities issued under authority of the Second Liberty 
Bond Act, as amended, shall be subject to the reserve requirements of 
this section. 


SECTION 5144 OF THE REVISED STATUTES 


Sec. 5144. In all elections of directors, each shareholder shall 
have the right to vote the number of shares owned by him for as 
many persons as there are directors to be elected, or to cumulate 
such shares and give one candidate as many votes as the number of 
directors multiplied by the number of his shares shall equal, or to 
distribute them on the same principle among as many candidates as 
he shall think fit; and in deciding all other questions at meetings of 
shareholders, each shareholder shall be entitled to one vote on each 
share of stock held by him; except that (1) this shall not be construed 
as limiting the voting rights of holders of preferred stock under the 
terms and provisions of articles of association, or amendments thereto, 
adopted pursuant to the provisions of section 302(a) of the Emer- 
gency Banking and Bank Conservation Act, approved March 9, 1933, 
as amended, (2) in the election of directors, shares of its own stock 
held by a national bank as sole trustee, whether registered in its own 
name as such trustee or in the name of its nominee, shall not be voted 
by the registered owner unless under the terms of the trust the manner 
in which such shares shall be voted may be determined by a donor or 
beneficiary of the trust and unless such donor or beneficiary actually 
directs how such shares shall be voted, (3) shares of its own stock 
held by a national bank and one or more persens as trustees may be 
voted by such other person or persons, as trustees, in the same manner 
as if he or they were the sole trustee, and (4) shares controlled by any 
holding company affiliate of a national bank shall not be voted unless 
such holding company affiliate shall have first obtained a voting permit 
as hereinafter provided, which permit is in force at the time such 
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shares are voted, but such holding company affiliate may, without 
obtaining such permit, vote in favor of placing the association in 
voluntary liquidation or taking any other action pertaining to the 
voluntary liquidation of such association. Shareholders may vote 
by proxies duly authorized in writing; but no officer, clerk, teller, or 
bookkeeper of such bank shall act as proxy; and no shareholder whose 
liability is past due and unpaid shall be allowed to vote. Whenever 
shares of stock cannot be voted by reason of being held by the bank 
as sole trustee, such shares shall be excluded in determining whether 
matters voted upon by the shareholders were adopted by the requisite 
percentage of shares. ; 

For the purposes of this section shares shall be deemed to be con- 
trolled by a holding company affiliate if they are owned or controlled 
directly or indirectly by such holding company affiliate, or held by 
any trustee for the benefit of the shareholders or members thereof. 

Any such holding company affiliate may make application to the 
Board of Governors of the Federal Reserve System for a voting per- 
mit entitling it to vote the stock controlled by it at any or all meet- 
ings of shareholders of such bank or authorizing the trustee or trustees 
holding the stock for its benefit or for the benefit of its shareholders 
so to vote the same. The Board of Governors of the Federal Reserve 
System may, in its discretion, grant or withhold such permit as the 

ublic interest may require. In acting upon such aplication, the 

oard shall consider the financial condition of the applicant, the gen- 
eral character of its management, and the probable effect of the grant- 
ing of such permit upon the affairs of such bank, but no such permit 
shall be granted except upon the following conditions: 

(a) Every such holding company affiliate shall, in making the ap- 
plication for such permit, agree (1) to receive, on dates identical with 
those fixed for the examination of banks with which it is affiliated, 
examiners duly authorized to examine such banks, who shall make such 
examinations of such holding company affiliate as shall be necessary 
to disclose fully the relations between such banks and such holding 
company affiliate and the effect of such relations upon the affairs of 
such banks, such examinations to be at the expense of the holding 
company affiliate so examined; (2) that the reports of such examiners 
shall contain such information as shall be necessary to disclose fully 
the relations between such affiliate and such banks and the effect 
of such relations upon the affairs of such banks; (3) that such exam- 
iners may examine each bank owned or controlled by the holding com- 
pany affiliate, both individually and in conjunction with other banks 
owned or controlled by such holding company affiliate; and (4) that 
publication of individual or consolidated statements of condition of 
such banks may be required: 

(b) After five years after the enactment of the Banking Act of 
1933, every such holding company affiliate (1) shall possess, and 
shall continue to possess during the life of such permit, free and clear 
of any lien, pledge, or hypothecation of any nature, readily market- 
able assets other than bank stock in an amount not less than 12 per 
centum of the aggregate par value of all bank stocks controlled by such 
holding company affiliate, which amount shall be increased by not less 
than 2 per centum per annum of such aggregate par value until such 
assets shall amount to 25 per centum of the aggregate par value of such 
bank stocks; and (2) shall reinvest in readily marketable assets other 
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than bank stock all net earnings over and above 6 per centum per 
annum on the book value of its own shares outstanding until such 
assets shall amount to such 25 per centum of the aggregate par value 
of all bank stocks controlled by it; 

(c) Notwithstanding the foregoing provisions of this section after 
five years after the enactment of the Banking Act of 1933, (1) an 
such holding company affiliate the shareholders or members of which 
shall be individually and severally liable in proportion to the number 
of shares of such holding company affiliate held by them respectively 
in addition to amounts invested therein, for all statutory liability im. 
posed on such holding company affiliate by reason of its control of 
shares of stock of banks, shall be required only to establish and main- 
tain out of net earnings over and above 6 per centum per annum on 
the book value of its own shares outstanding a reserve of readily 
marketable assets in an amount of not less than 12 per centum of the 
aggregate par value of bank stocks controlled by it, and (2) the assets 
required by this section to be possessed by such holding company 
affiliate may be used by it for replacement of capital in banks affiliated 
with it and for losses incurred in such banks, but any deficiency in such 
assets resulting from such use shall be made up within such period as 
the Board of Governors of the Federal Reserve System may by regu- 
lation prescribe; and the provisions of this subsection, instead of sub- 
section (b), shall apply to all holding company affiliates with respect 
to any shares of bank stock owned or controlled by them as to which 
there is no statutory liability imposed upon the holders of such bank 
stock. Jn any case in which there is more than one holding company 
affiliate with respect to the same bank or group of banks the establishment 
and maintenance of the reserve of readily marketable assets required by 
this paragraph by only one of such ho'ding company affiliates, designated 
by the Board under such conditions as the Board may prescribe, shall 
constitute compliance with such reserve requirement: Provided, That all 
of the stock of the banks affiliated with such holding company affiliates 
which is directly or indirectly owned or controlled by them shall be owned 
or controlled, directly or indirectly, by the one so designated by the Board. 
This proviso sha'l not be interpreted as authorizing the Board to require 
any such designated company to own such stock directly; 

(d) Every officer, director, agent, and employee of every such 
holding company affiliate shall be subject to the same penalties for 
false entries in any book, report, or statement of such holding com- 
pany affiliate as are applicable to officers, directors, agents, and em- 
ployees of member banks under section 1005 of Title 18, United 
States Code; and 

(e) Every such holding company affiliate shall, in its application 
for such voting permit, (1) show that it does not own, control, or 
have any interest in, and is not participating in the management or 
direction of, any corporation, business trust, association, or other sim- 
ilar organization formed for the purpose of, or engaged principally in, 
the issue, flotation, underwriting, public sale, or distribution, at whole- 
sale or retail or through syndicate participation, of stocks, bonds, 
debentures, notes, or other securities of any sort (hereinafter referred 
to as “securities company’’); (2) agree that during the period that the 
permit remains in force it will not acquire any ownership, control, or 
interest in any such securities company or participate in the manage- 
ment or direction thereof; (3) agree that if, at the time of filing the 
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application for such permit, it owns, controls, or has an interest in, or 
is participating in the management or direction of, any such securities 
company, it will, within five years after the filing of such application, 
divest itself of its ownership, control, and interest in such securities 
company and will cease participating in the management or direction 
thereof, and will not thereafter, during the period that the permit re- 
mains in force, acquire any further ownership, control, or interest in 
any such securities company or participate in the management or direc- 
tion thereof; and (4) agree that thenceforth it will declare dividends 
only out of actual net earnings. 

If at any time it shall appear to the Board of Governors of the 
Federal Reserve System that any holding company affiliate has vio- 
lated any of the provision of the Banking Act of 1933 or of any 
agreement made pursuant to this section, the Board of Governors of 
the Federal Reserve System may, in its discretion, revoke any such 
voting permit after giving sixty days’ notice by registered mail of its 
intention to the holding company affiliate and affording it an oppor- 
tunity to be heard. Whenever the Board of Governors of the Federal 
Reserve System shall have revoked any such voting permit, no na- 
tional bank whose stock is controlled by the holding company affiliate 
whose permit is so revoked shall receive deposits of public moneys of 
the United States, nor shall any such national bank pay any further 
dividend to such holding company affiliate upon any shares of such 
bank controlled by such holding company affiliate. 

Whenever the Board of Governors of the Federal Reserve System 
shall have revoked any voting permit as hereinbefore provided, the 
rights, privileges, and franchises of any or all national banks the stock 
of which is controlled by such holding company affiliate shall, in the 
discretion of the Board of Governors of the Federal Reserve System, 
be subject to forfeiture in accordance with section 2 of the Federal 
Reserve Act, as amended. 





PART 2 


(Iffective 3 years after the date of enactment) 
SECTIONS 2, 11, AND 19 OF THE FEDERAL RESERVE ACT 
FEDERAL RESERVE DISTRICTS 


Src. 2. As soon as practicable, the Secretary of the Treasury, the 
Secretary of Agriculture and the Comptroller of the Currency, acting 
as “The Reserve Bank Organization Committee,” shall designate not 
less than eight nor more than twelve cities to be known as Federal re- 
serve cities, and shall divide the continental United States, excluding 
Alaska, into districts, each district to contain only one of such Federal 
reserve cities. The determination of said organization committee 
shall not be subject to review except by the Board of Governors of 
the Federal Reserve System when organized: Provided, That the dis- 
tricts shall be apportioned with due regard to the convenience and cus- 
tomary course of business and shall not necessarily be coterminous 
with any State or States. The districts thus created may be read- 
justed and new districts may from time to time be created by the Board 
of Governors of the Federal Reserve System, not to exceed twelve in all. 
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Such districts shall be known as Federal reserve districts and may he 
designated by number. A majority of the organization committee 
shall constitute a quorum with authority to act. 

Said organization committee shall be authorized to employ counsel 
and expert aid, to take testimony, to send for persons and papers, to 
administer oaths, and to make such investigation as may be deemed 
necessary by the said committee in determining the reserve districts 
and in designating the cities within such districts where such Federal 
reserve banks shall be severally located. The said committee shall 
supervise the organization in each of the cities designated of a Federal 
reserve bank, which shall include in its title the name of the city in 
which it is situated, as ‘‘Federal Reserve Bank of Chicago.” 

Under regulations to be prescribed by the organization committee, 
every national banking association in the United States is hereby re- 
quired, and every eligible bank in the United States and every trust 
company within the District of Columbia, is hereby authorized to 
signify in writing, within sixty days after the passage of this Act, its 
acceptance of the terms and provisions hereof. When the organization 
committee shall have designated the cities in which Federal reserve 
banks are to be organized, and fixed the geographical limits of the 
Federal reserve districts, every national banking association within 
that district shall be required within thirty days after notice from 
the organization committee, to subscribe to the capital stock of such 
Federal reserve bank in a sum equal to six per centum of the paid-up 
capital stock and surplus of such bank, one-sixth of the subscription 
to be payable on call of the organization committee or of the Board 
of Governors of the Federal Reserve System, one-sixth within three 
months and one-sixth within six months thereafter, and the remainder 
of the subscription, or any part thereof, shall be subject to call when 
deemed necessary by the Board of Governors of the Federal Reserve 
System, said payments to be in gold or gold certificates. 

The shareholders of every Federal reserve bank shall be held indi- 
vidually responsible, equally and ratably, and not one for another, for 
all contracts, debts, and engagements of such bank to the extent of the 
amount of their subscriptions to such stock at the par value thereof in 
addition to the amount subscribed, whether such subscriptions have 
been paid up in whole or in part, under the provisions of this Act. 

Any national bank failing to signify its acceptance of the terms of 
this Act within the sixty days aforesaid, shall cease to act as a reserve 
agent, upon thirty days’ notice, to be given within the discretion of the 
said organization committee or of the Board of Governors of the 
Federal Reserve System. 

Should any national banking association in the United States now 
organized fail within one year after the passage of this Act to become 
a member bank or fail to comply with any of the provisions of this 
Act applicable thereto, all of the rights, privileges, and franchises of 
such association granted to it under the national-bank Act, or under 
the provisions of this Act, shall be thereby forfeited. Any noncom- 
pliance with or violation of this Act shall, however, be determined and 
adjudged by any court of the United States of competent jurisdiction 
in a suit brought for that purpose in the district or territory in which 
such bank is located, under direction of the Board of Governors of the 
Federal Reserve System, by the Comptroller of the Currency in his 


own name before the association shall be declared dissolved. In cases 
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of such noncompliance or violation, other than the failure to become 
a member bank under the provisions of this Act, every director who 
participated in or assented to the same shall be held liable in his 
personal or individual capacity for all damages which said bank, its 
shareholders, or any other person shall have sustained in consequence 
of such violation. 

Such dissolution shall not take away or impair any remedy against 
such corporation, its stockholders or officers, for any liability or 
penalty which shall have been previously incurred. 

Should the subseriptions by banks to the stock of said Federal 
reserve banks or any one or more of them be, in the judgment of the 
organization committee, insufficient to provide the amount of capital 
required therefor, then and in that event the said organization com- 
mittee may, under conditions and regulations to be prescribed by it, 
offer to public subscription at par such an amount of stock in said 
Federal reserve banks, or any one or more of them, as said committee 
shall determine, subject to the same conditions as to payment and 
stock liability as provided for member banks. 

No individual, copartnership, or corporation other than a member 
bank of its district shall be permitted to subscribe for or to hold at 
any time more than $25,000 par value of stock in any Federal reserve 
bank. Such stock shail be known as public stock and may be trans- 
ferred on the books of the Federal reserve bank by the chairman of 
the board of directors of such bank. 

Should the total subscriptions by banks and the public to the stock 
of said Federal reserve banks, or any one or more of them, be, in the 
judgment of the organization committee, insufficeint to provide the 
amount of capital required therefor, then and in that event the said 
organization committee shall allot to the United States such an amount 
of said stock as said committee shall determine. Said United States 
stock shall be paid for at par out of any money in the Treasury not 
otherwise appropriated, and shall be held by the Secretary of the 
Treasury and disposed of for the benefit of the United States in such 
manner, at such times, and at such price, not less than par, as the 
Secretary of the Treasury shall determine. 

Stock not held by member banks shall not be entitled to voting 
power. 

The Board of Governors of the Federal Reserve System is hereby 
empowered to adopt and promulgate rules and regulations governing 
the transfers of said stock. 

No Federal reserve bank shall commence business with a subscribed 
capital less than $4,000,000. The organization of reserve districts and 
Federal reserve cities shall not be construed as changing the present 
status of reserve cities [and central reserve cities], except in so far as 
this Act changes the amount of reserves that may be carried with 
approved reserve agents located therein. The organization committee 
shall have power to appoint such assistants and incur such expenses 
in carrying out the provisions of this Act as it shall deem necessary, 
and such expenses shall be payable by the Treasurer of the United 
States upon voucher approved by the Secretary of the Treasury, and 
the sum of $100,000, or so much thereof as may be necessary, is 
hereby appropriated, out of any moneys in the Treasury not otherwise 
appropriated, for the payment of such expenses. 

” * * * * * 
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Sec. 11. The Board of Governors of the Federal Reserve System 
shall be authorized and empowered: 

(a) To examiné at its discretion the accounts, books and affairs of 
each Federal reserve bank and of each member bank and to require 
such statements and reports as it may deem necessary. The said 
board shall publish once each week a statement showing the condition 
of each Federal reserve bank and a consolidated statement for all 
Federal reserve banks. Such statements shall show in detail the 
assets and liabilities of the Federal reserve banks, single and combined, 
and shall furnish full information regarding the character of the money 
held as reserve and the amount, nature, and maturities of the paper 
and other investments owned or held by Federal reserve banks. 

(b) To permit, or, on the affirmative vote of at least five members 
of the Board of Governors of the Federal Reserve System to require 
Federal reserve banks to rediscount the discounted paper of other 
Federal reserve banks at rates of interest to be fixed by the Board of 
Governors of the Federal Reserve System. 

(c) To suspend for a period not exceeding thirty days, and from 
time to time to renew such suspension for periods not exceeding 
fifteen days, any reserve requirements specified in this Act: Provided, 
That it shall establish a graduated tax upon the amounts by which 
the reserve requirements of this Act may be permitted to fall below 
the level hereinafter specified: And provided further, That when the 
reserve held against Federal Reserve notes falls below 25 per centum, 
the Board of Governors of the Federal Reserve System shall est: blish 
a graduated tax of not more than 1 percentum per annum upon such 
deficiency until the reserves fall to 20 per centum, and when said 
reserve falls below 20 per centum, a tax at the rate increasingly of 
not less than 1% per centum per annum upon each 2% per centum or 
fraction thereof that such reserve falls below 20 per centum. The 
tax shall be paid by the Reserve bank, but the Reserve bank shall 
add an amount equal to said tax to the rates of interest and cir ‘ount 
fixed by the Board of Governors of the Federal Reserve Systen 

(d) To supervise and regulate through the bureau under the e — 
of the Comptroller of the Currency the issue and retirement of Federal 
reserve notes, and to prescribe rules and reculations under which such 
notes may be delivered by the Comptroller to the Federal reserve 
agents applying therefor. 

(e) To add to the number of cities classified as reserve [and central 
reserve] cities under existing law in which national banking associa- 
tions are subject to the reserve requirements set forth in section twenty 
of this Act; or to reclassify existing reserve [and central reserve ] cities 
or to terminate their designation as such. 

(f) To suspend or remove any officer or director of any Federal re- 
serve bank, the cause of such removal to be forthwith communicated 
in writing by the Board of Governors of the Federal Reserve System 
to the removed officer or director and to said bank. 

(g) To require the writing off of doubtful or worthless assets upon 
the books and balance sheets of Federal reserve banks. 

(h) To suspend, for the violation of any of the provisions of this Act, 
the operations of any Federal reserve bank, to take possession there- 
of, administer the same during the period of suspension, and, when 
deemed advisable, to liquidate or reorganize such bank. 

(i) To require bonds of Federal reserve agents, to make regulations 
for the safeguarding of all collateral bonds, Federal reserve notes, 





of 
re 
id 


n 
I 
1e 
i, 
y 
or 


e 
il 
h 


| 


\- 


Ss 


MEMBER BANK RESERVE REQUIREMENTS 53 


money or property of any kind deposited in the hands of such agents, 
and said board shall perform the duties, functions, or services specified 
in this Act, and make all rules and regulations necessary to enable said 
board effectively to perform the same. 

(j) To exercise general supervision over said Federal reserve banks. 

(k) To grant by special permit to national banks applying therefor, 
when not in contravention of State or local law, the right to act as 
trustee, executor, administrator, registrar of stocks and bonds, guard- 
ian of estates, assignee, receiver, committee of estates of lunatics, or 
in any other fiduciary capacity in which State banks, trust a 
or other corporations which come into competition with national banks 
are permitted to act under the laws of the State in which the national 
bank is located. 

Whenever the laws of such State authorize or permit the exercise of 
any or all of the foregoing powers by State banks, trust companies, or 
other corporations which compete with national banks, the granting 
to and the exercise of such powers by national banks shall not be 
deemed to be in contravention of State or local law within the meaning 
of this Act. 

National banks exercising any or all of the powers enumerated in 
this subsection shall segregate all assets held in any fiduciary capacity 
from the general assets of the bank and shall keep a separate set of 
books and records showing in proper detail all transactions engaged 
in under authority of this subsection. The State banking authorities 
may have access to reports of examination made by the Comptroller 
of the Currency insofar as such reports relate to the trust department 
of such bank, but nothing in this Act shall be construed as authorizing 
the State banking authorities to examine the books, records, and assets 
of such bank. 

No national bank shall receive in its trust department deposits of 
current funds subject to check or the deposit of checks, drafts, bills 
of exchange, or other items for collection or exchange purposes. Funds 
deposited or held in trust by the bank awaiting investment shall be 
carried in a separate account and shall not be used by the bank in the 
conduct of its business unless it shall first set aside in the trust depart- 
ment United States bonds or other securities approved by the Board 
of Governors of the Federal Reserve System. 

In the event of the failure of such bank the owners of the funds held 
in trust for investment shall have a lien on the bonds or other securities 
so set apart in addition to the claim against the estate of the bank. 

Whenever the laws of a State require corporations acting in a 
fiduciary capacity, to deposit securities with the State authorities for 
the protection of private or court trusts, national banks so acting 
shall be required to make similar deposits and securities so deposited 
shall be held for the protection of private or court trusts, as provided 
by the State law. 

National banks in such cases shall not be required to execute the 
bond usually required of individuals if State corporations under simi- 
lar circumstances are exempt from this requirement. 

National banks shall have power to execute such bond when so re- 
quired to the laws of the State. 

In any case in which the laws of a State require that a corporation 
acting as trustee, executor, administrator, or in any capacity specified 
in this section, shall take an oath or make an affidavit, the president, 
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vice president, cashier, or trust officer of such national bank may take 
the necessary oath or execute the necessary affidavit. 

It shall be unlawful for any national banking association to lend 
any officer, director, or employee any funds held in trust under the 
powers conferred by this section. Any officer, director, or employee 
making such loan, or to whom such loan is made, may be fined not more 
than $5,000, or imprisoned not more than five years, or may be both 
fined and imprisoned, in the discretion of the court. 

In paesing upon applications for permission to exercise the powers 
enumerated in this subsection, the Board of Governors of the Federal 
Reserve System may take into consideration the amount of capital and 
surplus of the applying bank, whether or not such capital and surplus 
is sufficient under the circumstances of the case, the needs of the com- 
munity to be served, and any other facts and circumstances that seem 
to it proper, and may grant or refuse the application accordingly: 
Provided, That no permit shall be issued to any national banking asso- 
ciation having a capital and surplus less than the capital and surplus 
required by State law of State banks, trust companies, and corpora- 
tions exercising such powers. 

Any national banking association desiring to surrender its right to 
exercise the powers granted under this subsection, in order to relieve 
itself from the necessity of complying with the requirements of this 
subsection, or to have returned to it any securities which it may have 
deposited with the State authorities for the protection of private or 
court trusts, or for any other purpose, may file with the Board of Gov- 
ernors of the Federal Reserve System a certified copy of a resolution 
of its board of directors signifying such desire. Upon receipt of such 
a resolution, the Board of Governors of the Federal Reserve System, 
after satisfying itself that such bank has been relieved in accordance 
with State law of all duties as trustee, executor, administrator, regis- 
trar of stocks and bonds, guardian of estates, assignee, receiver, com- 
mittee of estates of lunatics or other fiduciary, under court, private, 
or other appointments previously accepted under authority of this 
subsection, may, in its discretion, issue to such bank a certificate certi- 
fying that such bank is no longer authorized to exercise the powers 
granted by this subsection. Upon the issuance of such a certificate by 
the Board of Governors of the Federal Reserve System, such bank 
(1) shall no longer be subject to the provisions of this subsection or 
the regulations of the Board of Governors of the Federal Reserve 
System made pursuant thereto, (2) shall be entitled to have returned 
to it any securities which it may have deposited with the State author- 
ities for the protection of private or court trusts, and (3) shall not 
exercise thereafter any of the powers granted by this subsection with- 
out first applying for and obtaining a new permit to exerc:se such pow- 
ers pursuant to the provisions of this subsection. The Board of Gov- 
ernors of the Federal Reserve System is authorized and empowered to 
promulgate such regulations as it may deem necessary to enforce com- 
pliance with the provisions of this subsection and the proper exercise 
of the powers granted therein. 

(1) To employ such attorneys, experts, assistants, clerks, or other 
employees as may be deemed necessary to conduct the business of the 
board. All salaries and fees shall be fixed in advance by said board 
and shall be paid in the same manner as the salaries of the members 
of said board. All such attorneys, experts, assistants, clerks, and 
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other employees shall be appointed without regard to the provisions 
of the Act of January sixteenth, eighteen hundred and eighty-three 
(volume twenty-two, United States Statutes at Large, page four hun- 
dred and three), and amendments thereto, or any rule or regulation 
made in pursuance thereof: Provided, That nothing herein shall pre- 
vent the President from placing said employees in the classified service. 

(m) Upon the affirmative vote of not less than six of its members the 
Board of Governors of the Federal Reserve System shall have power to 
fix from time to time for each Federal reserve district the percentage of 
individual bank capital and surplus which may be represented by loans 
secured by stock or bond collateral made by member banks within 
such district, but no such loan shall be made by any such bank to any 
person in an amount in excess of 10 per centum of the unimpaired 
capital and surplus of such bank: Provided, That with respect to loans 
represented by obligations in the form of notes secured by not less than 
a like amount of bonds or notes of the United States issued since April 
24, 1917, certificates of indebtedness of the United States, Treasury 
bills of the United States, or obligations fully guaranteed both as to 
principal and interest by the United States, such limitation of 10 per 
centum on loans to any person shall not apply, but State member banks 
shall be subject to the same limitations and conditions as are appli- 
cable in the case of national banks under paragraph (8) of section 5200 
of the Revised Statutes, as amended (U.S.C., Supp. VII, title 12, sec. 
84). Any percentage so fixed by the Board of Governors of the Fed- 
eral Reserve System shall be subject to change from time to time upon 
ten days’ notice, and it shall be the duty of the Board to establish such 
percentages with a view to preventing the undue use of bank loans for 
the speculative carrying of securities. The Board of Governors of the 
Federal Reserve System shall have power to direct any member bank 
to refrain from further increase of its loans secured by stock or bond 
collateral for any period up to one year under penalty of suspension of 
all rediscount privileges at Federal reserve banks. 

(n) Whenever in the judgment of the Secretary of the Treasury such 
action is necessary to protect the currency system of the United States, 
the Secretary of the Treasury, in his discretion, may require any or all 
individuals, partnerships, associations and corporations to pay and 
deliver to the Treasurer of the United States any or all gold coin, gold 
bullion and gold certificates owned by such individuals, partnerships, 
associations and corporations. Upon receipt of such gold coin, gold 
bullion or gold certificates, the Secretary of the Treasury shall pay 
therefor an equivalent amount of any other form of coin or currency 
coined or issued under the laws of the United States. The Secretary 
of the Treasury shall pay all costs of the transportation of such gold 
bullion, gold certificates, coin, or currency, including the cost of insur- 
ance, protection, and such other incidental costs as may be reasonably 
necessary. Any individual, partnership, association, or corporation 
failing to comply with any requirement of the Secretary of the Treas- 
ury made under this subsection shall be subject to a penalty equal to 
twice the value of the gold or gold certificates in respect of which such 
failure occurred, and such penalty may be collected by the Secretary of 
the Treasury by suit or otherwise. 

. a * *x * * 3 











56 MEMBER BANK RESERVE REQUIREMENTS 


BANK RESERVES 


Src. 19. The Board of Governors of the Federal Reserve System is 
authorized, for the purposes of this section, to define the terms ‘‘de- 
mand deposits,’ “gross demand deposits,” “deposits payable on de- 
mand,” ‘time deposits,’’ ‘‘savings deposits,” and “‘trust funds,”’ to de- 
termine what shall be deemed to be a payment of interest, and to 
prescribe such rules and regulations as it may deem necessary to ef- 
fectuate the purposes of this section and prevent evasions thereof; 
Provided, That within the meaning of the provisions of this section 
regarding the reserves required of member banks, the term ‘‘time 
deposits” shall include “savings deposits.’ 

Every bank, banking assoc iation, or trust company which is or which 
becomes a member of any Federal reserve bank shall establish and 
maintain reserve balances with its Federal reserve bank as follows 

(a) If not in a reserve [or central reserve] city, as now or hereafter 
defined, it shall hold and maintain with the Federal reserve bank of its 
district an actual net balance equal to not less than seven per centum of 
the aggregate amount of its demand deposits and three per centum of 
its time deposits. 

(b) If in a reserve city, as now or hereafter defined, it shall hold and 
maintain with the Federal reserve bank of its district an actual net 
balance equal to not less than ten per centum of the aggregate amount 
of its demand deposits and three per centum of its time deposits. 

[(c) If in a central reserve city, as now or hereafter defined, it shall 
hold and maintain with the Federal reserve bank of its district an 
actual net balance equal to not less than ten per centum of the aggre- 
gate amount of its demand deposits and three per centum of its time 
deposits. J 

Notwithstanding the other provisions of this section— 

(1) the Board of Governors, under such regulations as it may 
prescribe, may permit member banks to count all or part of their 
currency and coin as reserves required under this section; and 

(2) a member bank in a reserve city may hold and maintain 
the reserve balances which are in effect under this section for 
member banks described in paragraph (a), [and a member bank 
in a central reserve city may hold and maintain the reserve bal- 
ances which are in effect under this section for member banks 
described in paragraph (a) or (b),] if permission for the holding 
and maintaining of such lower reserve balances is granted by the 
Board of Governors of the Federal Reserve System, either in 
individual cases or under regulations of the Board, on such basis 
as the Board may deem reasonable and appropriate in view of 
the character of business transacted by the member bank. 

Notwithstanding the other provisions of this section, the Board of 
Governors of the Federal Reserve System, upon the affirmative vote 
of not less than four of its members, in order to prevent injurious 
credit expansion or contraction, may by regulation change the require- 
ments as to reserves to be maintained against demand or time deposits 
or both [(1) by member banks in central reserve cities or (2) by 
member banks in reserve cities or (3) by member banks not in reserve 
or central reserve cities or (4) by all member banks] (1) by member 
banks in reserve cities, (2) by member banks not in reserve cities, or (8) 
by all member banks; but the amount of the reserves required to be 
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maintained by any such member bank as a result of any such change 
shall not be less than the amount of the reserves required by law to 
be maintained by such bank nor more than twice such amount. 

No member bank shall act as the medium or agent of any non- 
banking corporation, partnership, association, business trust, or indi- 
vidual in making loans on the security of stocks, bonds, and other 
investment securities to brokers or dealers in stocks, bonds, and other 
investment securities. Every violation of this provision by any mem- 
ber bank shall be punishable by a fine of not more than $100 per day 
during the continuance of such violation; and such fine may be col- 
lected, by suit or otherwise, by the Federal reserve bank of the district 
in which such member bank is located. 

No member bank shall keep on deposit with any State bank or trust 
company which is not a member bank a sum in excess of ten per centum 
of its own paid-up capital and surplus. No member bank shall act as 
the medium or agent of a nonmember bank in applying for or receiving 
discounts from a Federal reserve bank under the provisions of this 
Act, except by permission of the Board of Governors of the Federal 
Reserve System. 

The required balance carried by a member bank with a Federal Re- 
serve bank may, under the regulations and subject to such penalties as 
may be prescribed by the Board of Governors of the Federal Reserve 
System, be checked against and withdrawn by such member bank for 
the purpose of meeting existing liabilities. 

In estimating the reserve balances required by this Act, member 
banks may deduct from the amount of their gross demand deposits 
the amounts of balances due from other banks (except Federal Re- 
serve banks and foreign banks) and cash items in process of collection 
payable immediately upon presentation in the United States, within 
the meaning of these terms as defined by the Board of Governors of 
the Federal Reserve System. 

National banks, or banks organized under local laws, located in 
Alaska or in a dependency or insular possession or any part of the 
United States outside the continental United States may remain non- 
member banks, and shall in that event maintain reserves and comply 
with all the conditions now provided by law regulating them; or said 
banks may, with the consent of the Board of Governors of the Federal 
Reserve System, become member banks of any one of the reserved dis- 
tricts, and shall in that event take stock, maintain reserves, and be 
subject to all the other provisions of this Act. 

No member bank shall, directly or indirectly, by any device whatso- 
ever, pay any interest on any deposit which is payable on demand: 
Provided, That nothing herein contained shall be construed as pro- 
hibiting the payment of interest in accordance with the terms of any 
certificate of deposit or other contract entered into in good faith which 
is in force on the date on which the bank becomes subject to the pro- 
visions of this paragraph; but no such certificate of deposit or other 
contract shall be renewed or extended unless it shall be modified to 
conform to this paragraph, and every member bank shall take such 
action as may be necessary to conform to this paragraph as soon as 

ossible consistently with its contractual obligations: Provided further, 
That this paragraph shall not apply to any deposit of such bank which 
is payable only at an office thereof located outside of the States of the 
United States and the District of Columbia: Provided further, That 








58 MEMBER BANK RESERVE REQUIREMENTS 


until the expiration of two years after the date of enactment of the 
Banking Act of 1935 this paragraph shall not apply (1) to any deposit 
made by a savings bank as defined in section 12B of this Act, ag 
amended, or by a mutual savings bank, or (2) to any deposit of public 
funds made by or on behalf of any State, county, school district, or 
other subdivision or municipality, or to any deposit of trust funds if 
the payment of interest with respect to such deposit of public funds 
or of trust funds is required by State law. So much of existing law 
as requires the payment of interest with respect to any funds deposited 
by the United States, by any Territory, District, or possession thereof 
(including the Philippine Islands), or by any public instrumentality, 
agency, or officer of the foregoing, as is inconsistent with the provisions 
of this section as amended, is hereby repealed. 

The Board of Governors of the Federal Reserve System shall from 
time to time limit by regulation the rate of interest which may be paid 
by member banks on time and savings deposits and shall prescribe 
different rates for such payment on time and savings deposits having 
different maturities, or subject to different conditions respecting with- 
drawal or repayment, or subject to different conditions by reason of 
different location, or according to the varying discount rates of mem- 
ber banks in the several Federal Reserve districts. No member bank 
shall pay any time deposit before its maturity except upon such con- 
ditions and in accordance with such rules and regulations as may be 
prescribed by the said Board, or waive any requirement of notice 
before payment of any savings deposit except as to all savings deposits 
having the same requirement: Provided, That the provisions of this 
paragraph shall not apply to any deposit which is payable only at an 
office of a member bank located outside of the States of the United 
States and the District of Columbia. 

Notwithstanding the provisions of the First Liberty Bond Act, as 
amended, the Second Liberty Bond Act, as amended, and the Third 
Liberty Bond Act, as amended, member banks shall be required to 
maintain the same reserves against depesits of public moneys by the 
United States as they are required by this section to maintain against 
other deposits: Provided, That until six months after the cessation of 
hostilities in the present war as determined by proclamation of the 
President or concurrent resolution of the Congress no deposit payable 
to the United States by any member bank arising solely as the result of 
subscriptions made by or through such member bank for United States 
Government securities issued under authority of the Second Liberty 
Bond Act, as amended, shall be subject to the reserve requirements of 
this section. 





SECTION 5192 OF THE REVISED STATUTES 


Src. 5192. Four-fifths of the reserve of 15 per centum which a 
national bank located in Alaska or in a dependency or insular posses- 
sion or any part of the United States outside of the continental United 
States, and not a member of the Federal Reserve System, is required 
to keep, may consist of balances due such bank from associations 
oe by the Comptroller of the Currency and located in any one 
of the [central reserve or] reserve cities as now or hereafter defined 
by law or designated by the Board of Governors of the Federal Reserve 
System. 
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ACT OF MARCH 3, 1887 


An act to amend sections five thousand one hundred and ninety-one and five 
thousand one hundred and ninety-two of the Revised Statutes of the United 
States, and for other purposes. 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That whenever three-fourths in 
number of the national banks located in any city of the United States 
having a population of fifty thousand people shall make application to 
the Comptroller of the Currency, in writing, asking that the name of the 
city in which such banks are located shall be added to the cities named 
in sections, fifty-one hundred and ninety-one and fifty-one hundred and 
ninety-two of the Revised Statutes, the Comptroller shall have author- 
ity to grant such request, and every bank located in such city shall at 
all times thereafter have on hand, in lawful money of thie United States, 
an amount equal to at least twenty-five per centum of its deposits, as 

rovided in sections fifty-one hundred and ninety-one and fifty-one 
undred and ninety-five of the Revised Statutes. 

[Sec. 2. That whenever three-fourths in number of the national 
banks located in any city of the United States having a population of 
two hundred thousand people shall make application to the Comp- 
troller of the Currency, in writing, asking that such city may be a 
central reserve city, like the city of New York, in which one-half of 
the lawful-money reserve of the national banks located in other reserve 
cities may be deposited, as provided in section fifty-one hundred and 
ninety-five of the Revised Statutes, the Comptroller shall have author- 
ity, with the approval of the Secretary of the Treasury, to grant such 
request, and every bank located in such city shall at all times there- 
after have on hand, in lawful money of the United States, twenty-five 
per centum of its deposits, as provided in section fifty-one hundred 
and ninety-one of the Revised Statutes. ] 

Sec. 3. That section three of the act of January fourteenth, eighteen 
hundred and seventy-five, entitled “‘An act to provide for the resump- 
tion of specie payments, be, and the same is, hereby amended by adding: 
after the words ‘““New York” the words “‘and the city of San Francisco, 
California,” 


Approved, March 3, 1887. 
O 
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CONSIDERATION OF H.R. 4957 
May 28, 1959.—Referred to the House Calendar and ordered to be printed 


Mr. Comer, from the Committee on Rules, submitted the following 
REPORT 
[To accompany H. Res. 278] 


The Committee on Rules, having had under consideration House 
Resolution 278, report the same to the House with the recommenda- 
tion that the resolution do pass. 
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CONSIDERATION OF H.R. 7120 
May 28, 1959.—Referred to the House Calendar and ordered to be printed 


Mr. Samira of Virginia, from the Committee on Rules, submitted the 
following 


REPORT 
[To accompany H. Res. 279] 


The Committee on Rules, having had under consideration House 
Resolution 279, report the same to the House with the recommendation 
that the resolution do pass. 
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EXTENDING THE LIFE OF THE ALASKA INTERNATIONAL 
RAIL AND HIGHWAY COMMISSION 


May 28, 1959.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. O’Brien of New York, from the Committee on Interior and 
Insular Affairs, submitted the following 


REPORT 


[To accompany 8. 498] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (S. 498) to extend the life of the Alaska International 
Rail and Highway Commission, and to make a change in the mem- 
bership of such Commission, having considered the same, report 
favorably thereon with an amendment and recommend that the bill 
as amended do pass. 

The amendment is as follows: 

Page 1, line 6, following the words “striking out” msert the words 
“paragraphs (1) through (4) of’’. 


PURPOSE 


The purpose of S. 498 is to amend sections 1 and 7 of the act of 
August 1, 1956 (70 Stat. 888; 48 U.S.C. 338), as amended, entitled 
“An act to establish an Alaska International Rail and Highway 
Commission,” in two respects. 

The first amendment assures congressional representation from the 
State of Alaska on the Commission. The second extends the date 
for the submission of the Commission’s final report to the Congress 
to not later than June 1, 1961, and provides that the Commission 
shall cease to exist 30 days thereafter or on June 30, 1961, whichever 
occurs first. 

Companion but not identical bills to S. 498 were introduced by 
Representatives O’Brien of New York, Sisk, and Mack of Washing- 
ton, each of whom is a member of the Alaska International Rail and 
Highway Commission, and Rivers of Alaska, and were considered 
concurrently with the reported bill. 
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NEED 


The Alaska International Rail and Highway Commission was ere. 
ated to investigate and report upon both the engineering and eeo- 
nomic factors involved in possible rail and highway connections 
between Alaska and the United States. In making its report the 
Commission will contract with a nationally recognized organization 
to conduct the study and make recommendations. 

The original act made the Delegate from Alaska a member of the 
Commission. The office of Delegate was abolished with the admis- 
sion of Alaska into the Union as a State. S. 498, if enacted, will 
insure continued representation of Alaska on the Commission. 

Public Law 85-601, approved August 8, 1958, provided for sub- 
mission of the Commission’s final report by February 1, 1960. Lack 
of funds, however, precluded eX xecution of a contract to carry out the 
studies on which the Commission’s conclusions will be based and this 
resulted in a delay of at least 8 months (September to May) in the 
work program. Under existing Sietion, only 9 months would 
remain to conduct the study, determine what transport facilities 
should be recommended, and make the final report to the Congress, 
All indications are that 17 months is required to conduct the study, 
do the field work during favorable weather, and prepare the report, 
Enactment of S. 498 will provide the neec led additional time. 

Contingent upon congressional action, the Commission proposes to 
meet in 1959 to confirm the program of work, select a research organ- 
ization, execute the contract for an economic study, and reschedule 
the inspection trip through western Canada and public hearings in 
Alaska which were canceled twice in 1958. 


COST 
Enactment of S. 498 will require no increase in the appropriations 
for the Commission ($300,000) which have already been authorized. 


DEPARTMENTAL REPORTS 


Favorable reports from the Secretaries of the Interior, Defense, 
and State, and the Acting Chairman of the Alaska International Rail 
and Highway Commission, respectively, are listed below. 





U.S. DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C., March 25, 1959. 
Hon. Wayne N. ASPINALL, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington, D.C. 

Dear Mr. AsprnaLu: Your committee has requested a report on 
H.R. 2937, a bill to extend the life of the Alaska International Rail 
and Highway Commission, and H.R. 3036 and H.R. 3062 which are 
identical bills also for the purpose of extending the termination date of 
the Alaska International Rail and Highway Commission. H.R. 2937 
would extend the termination date from F ‘ebruary 1, 1960, to June 1, 
1961, whereas the identical bills aforementioned would extend the 
termination date to June 30, 1961. 
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This Department recommends the enactment of a bill to extend 
the life of the Commission with the insertion of certain dates as will be 
hereinafter suggested. 

Through extension of the life of the Commission, sufficient time 
would be allowed for the completion of its work which was established 
in the act creating the Commission, approved August 1, 1956 (70 
Stat. 888), which directed that a thorough and complete study of the 
need for additional highway and rail transportation facilities con- 
necting continental United States with central Alaska be made, to 
determine, first, economic and military advantages; second, the most 
feasible and direct routes in relation to the economic benefits to the 
continental United States, Canada, and the new State of Alaska; 
and, third, the most feasible feeder routes connecting coastal ports 
and cities with those facilities. The Commission was further directed 
to give particular attention to the feasibility of rail and highway 
facilities between the northwest region and Alaska, and to report the 
results of its studies and recommend routes and facilities determined 
most beneficial and feasible to all concerned. 

Sufficient funds were not appropriated by the 85th Congress to 
permit the Commission to proceed with its work on a planned schedule. 

During 1958, the Commission issued invitations to a number of 
research organizations for their bid to make the engineering and eco- 
nomic studies deemed necessary, and there has been selected a research 
organization which appeared best qualified to conduct and complete 
the project at a reasonable cost. No announcement of the selection 
was made public because the $40,000 appropriated by the 2d session, 
85th Congress (Public Law 85-766) was insufficient to permit the 
execution of a contract for the services. As a result of this situation 
the Commission was temporarily deactivated. 

The extension of the life of the Commission is sought so as to permit 
an orderly and sufficient time for the conduct of the study, which has 
been estimated to require 15 months. 

It is understood that a renewed request for an adequate appropria- 
tion is now before the Congress for consideration. In the event 
sufficient funds are made available, the Commission intends to proceed 
promptly with the award of the contract for the required study. 

Since section 7 of the act, as amended, includes two dates, the first 
of which is the due date of the final report to the Congress, and the 
second of which is the termination date of authority conferred by the 
act, it is recommended that the following language be substituted for 
that now contained in the bill: 

“Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That section 7 of the 
Act entitled, ‘An Act to establish an Alaska International Rail and 
Highway Commission’, approved August 1, 1956 (70 Stat. 888; 48 
U.S.C. 338), as amended, is amended by striking out ‘February 1, 
1960’ and substituting therefor ‘June 1, 1961’ and by striking out 
‘March 1, 1960’ and substituting therefor ‘June 30, 1961’.” 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report to your committee. 

Sincerely yours, 
Rocer Erns?, 
Assistant Secretary of the Interior. 
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DEPARTMENT OF THE ARMY, 
Washington, D.C., March 27, 1959. 
Hon. Wayne N. AspInatt, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives. 

Dear Mr. CHairMAn: Reference is made to your request to the 
Secretary of Defense for the views of the Department of Defense on 
H.R. 2937, 3036, and 3062, 86th Congress, identical bills to extend 
the life of the Alaska International Rail and Highway Commission. 
The Secretary of Defense has delegated to the Department of the Army 
the responsibility for expressing the views of the Department of 
Defense. 

The purpose of H.R. 2937, H.R. 3036, and H.R. 3062 is as stated 
in their respective titles. The act of August 1, 1956, under which the 
Alaska International Rail and Highway Commission was established, 
(a) provided that the Commission submit its final report and recom- 
mendations by August 1, 1958, and that the Commission would 
expire 30 days thereafter, and (6) authorized the appropriation of not 
in excess of $75,000. The act of August 8, 1958 (Public Law 85-601), 
extended the reporting date to not later than February 1, 1960, and 
increased the authorization to $300,000. Enactment of these bills 
would further extend the reporting date to June 30, 1961. 

Basically, the mission of the Alaska International Railand Highway 
Commission is to make a comprehensive study of the transportation 
facilities serving Alaska, and the economic and military advantage to 
be derived from additional highway and rail transportation facilities 
connecting the continental United States with Alaska. Although 
the Commission cannot be justified on the ground of national defense 
requirements or military necessity alone, the report which the Com- 
mission will make as a result of its study will undoubtedly be of mili- 
tary interest and value. 

The Department of the Army favors a complete study and evalua- 
tion of the transportation facilities serving Alaska, and therefore favors 
enactment of legislation which would extend the life of the Alaska 
International Rail and Highway Commission so that a thorough study 
may be made. 

Enactment of either H.R. 2937, H.R. 3036, or H.R. 3062 would have 
no fiscal effects on the Department of Defense. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
Wiser M. Brucker, 
Secretary of the Army. 


DEPARTMENT OF STATE, 
Washington, March 18, 1959. 
Hon. Wayne N. ASPINALL, 
Chairman, Committee on Interior and Insular Affairs, House of 
Representatives. 
Dear Mr. Asprnatu: Reference is made to your letter of January 
26, 1959, requesting the views and recommendations of the Depart- 
ment of State on H.R. 2937, and identical bills, H.R. 3036 and H.R. 
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3062, to extend the life of the Alaska International Rail and Highway 
Commission. Interim acknowledgement of your letter was made on 
January 29, 1959. 

The studies to be made by the Alaska International Rail and 
Highway Commission are regarded as important steps in the et 
ment of Alaska. The Department of State is a member of the 
Commission and favors the enactment of H.R. 2937, H.R. 3036, and 
H.R. 3062. 

The Department has been informed by the Bureau of the Budget 
that there is no objection to the submission of this report. 

Sincrely yours, 
Wituiam B. MAcomser, Jr., 
Assistant Secretary 
(For the Acting Secretary of State). 





Auaska INTERNATIONAL Rai, AnD Highway CoMmMIssION, 
Washington, D.C., March 19, 1959. 
Hon. Wayne N. AspINALL, 
Chairman, Committee on Interior and Insular Affairs, House of Repre- 
sentatives, Washington, D. C. 

Dear Mr. CuarrMan: This is in reply to your request of January 
26, 1959, for the views of this Commission with respect to H.R. 2937, 
H.R. 3036, H.R. 3062, and H.R. 3874, similar bills to extend the life 
of the Alaska International Rail and Highway Commission. This 
Commission urges the enactment of one of these bills, if amended as 
hereinafter suggested. 

These bills will amend the act of August 1, 1956 (70 Stat. 888; 48 
U.S.C. 338), as amended, which directs the Commission to make a 
thorough and complete study of the need for additional highway and 
rail transportation facilities connecting continental United States 
with central Alaska, to determine, first, economic and military advan- 
tages; second, the most feasible and direct routes in relation to the 
economic benefits to the continental United States, Canada, and our 
new State of Alaska; and, third, the most feasible feeder routes con- 
necting coastal ports and cities with those facilities. The Commission 
is further directed to give particular attention to the feasibility of rail 
and highway facilities between the northwest region and Alaska, to 
report to the Congress the results of its studies, and recommend routes 
and facilities determined most feasible and beneficial to all concerned. 

This amendment, which extends the life of the Commission to allow 
sufficient time for the completion of the Commission’s task, provides 
for the submission of the final report to the Congress by June 1, 1961. 
All authority granted by the act will expire 30 days after the submission 
of the final report. 

Because of the magnitude of this engineering and economic require- 
ment, the Commission decided in 1957 to contract for the services of 
a skilled research organization to conduct a study of Northwest North 
America. This project goes far beyond any study of these topics ever 
before undertaken and will determine the location, availability, and 
extent of undeveloped resources and forecast their demand in world 
markets in the next 20 years. Not until these data are tabulated and 
analyzed will transportation needs be assessed and recommended to 
the Congress. 
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During 1958, the Commission issued invitations to a number of 
research organizations and, as a result, received 18 proposals to con- 
duct such a study. Following an exhaustive staff analysis, the Com- 
mission selected the organization which appeared best qualified to 
perform this project at a reasonable cost. No announcement was 
made to the public, however, because the $40,000 appropriated by the 
2d session, 85th Congress (Public Law 85-766), was insufficient to 
execute a contract for these services. This situation resulted in the 
temporary deactivation of the Commission’s staff and closing of the 
office. 

The additional time, which would be authorized by one of these 
bills, is needed to make up for the time lost since September 1, 1958, 
The designated research organization has indicated that a minimum 
of 15 months is required to conduct this study and to do the field 
work during favorable weather, within the cost estimates submitted 
with the proposals. A substantial shortening of this time requirement 
would materially increase the cost of these services, due to duplication 
of staff effort and the need for excessive field work during favorable 
weather in advance of determining exactly what areas will require 
field inspection. 

Since section 7 of the act, as amended, includes two dates, the first 
of which is the due date of the final report to the Congress, and the 
second of which is the termination date of authority conferred by the 
act, it is recommended that the following language be substituted for 
that now contained in the bill: 

“Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 7 of the Act 
entitled, ‘An Act to establish an Alaska International Rail and High- 
way Commission’, approved August 1, 1956 (70 Stat. 888; 48 U.S.C, 
338), as amended, is amended by striking out ‘February 1, 1960’ and 
substituting therefor ‘June 1, 1961’ and by striking out ‘March 1, 
1960’ and substituting therefor ‘June 30, 1961’.” 

It is estimated that funds presently authorized will be sufficient to 
support the economic study and all other activities of the Commission 
during the extended period. This is possible because the research 
completed in 1958 has allowed a reduction in staff services for the 
extended life of the Commission. 

The Bureau of the Budget has advised that there is no objection to 
submission of this report to your committee. 

Sincerely yours, 
Warren G. Maanuson, Acting Chairman. 


COMMITTEE RECOMMENDATION 


The Committee on Interior and Insular Affairs recommends 
enactment of S. 498. 
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CHANGES IN EXISTING LAW 


In compliance with clause III of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


An Act To EstTasBiisH AN ALASKA INTERNATIONAL RAIL AND 
Hicguway Commission (70 Strat. 888) as AMENDED 


That (a) there is hereby established an Alaska International Rail 
and Highway Commission (hereinafter referred to as the “Commis- 
sion’) which shall be composed of thirteen members, to be appointed 
by the President, as follows: 

[(1) five of the members of the Commission shall be Members of 
the Congress of the United States, not more than three of whom shall 
be members of the same political party ;] 

(1) siz of the members of the Commission shall be Members of the 
Congress of the United States, at least one of whom shall be a member 
from the State of Alaska, and not more than four of whom shall be members 
of the same political party; 

(2) four of the members shall be selected from the executive branch 
of the Government, of whom, if practicable, one shall be from the 
Department of the Army to be designated by the Secretary of the 
Army, one from the Department of the Interior, one from the Depart- 
ment of State, and one from the Department of Commerce; and 

(3) three of the members shall be selected from the general public, 
one of whom shall be a resident of Alaska and one of whom shall be a 
resident of the Pacific Northwest region of the United States [; and]. 

[(4) The Delegate from Alaska in the House of Representatives 
of the United States.J 

* * * * a x * 


- 


Sec. 7. The Commission shall report the results of its studies and 
submit its recommendations to the Congress from time to time, and 
shall make a final report and submit its final recommendations to the 
Congress at the earliest practicable time, but in no event later than 
{February 1, 1960] June 1, 1961. The final report shall include 
estimates of the cost of construction of rail and highway facilities 
along the routes, determined most feasible and beneficial by the 
Commission, together with estimates of the economic benefits to the 
United States, Canada, and Alaska. The Commission shall cease to 
exist for all intents and purposes, and all authority conferred by this 
Act shall and does terminate thirty days after the date of the sub- 
mission of the final report or on [March 1, 1960] June 30, 1961, 
whichever date occurs first. O 
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LEGISLATIVE BRANCH APPROPRIATION BILL, 1960 


May 28, 1959.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Norre t, from the Committee on Appropriations, submitted the 
following 


REPORT 


[To accompany H.R. 7453] 


The Committee on Appropriations submits the following report in 
explanation of the accompanying bill making appropriations for the 
Legislative Branch for the fiscal year 1960. 

The budget estimates considered by the Committee in connection 
with the bill appear on pages 28 through 46 of the Budget for 1960, 
as amended in House Documents Nos. 100 and 127. 

The bill contains regular annual appropriations for the House of 
Representatives, the Architect of the Capitol, the Botanic Garden, 
the Library of Congress, the Government Printing Office, and certain 
joint activities of the two Houses such as the Joint Committee on 
ecnal Revenue Taxation, the Capitol police, penalty mail, and edu- 
cation of pages. 

In accord with custom, no funds are provided in the bill for require- 
ments of the Senate, including items under expenditure jurisdiction 
of the Architect pertaining exclusively to the Senate. The Senate 
will insert appropriations for its requirements. 


SUMMARY OF THE BILL 


The detailed tabulation at the end of this report shows the amounts 
included in the bill for 1960, the corresponding budget estimates, and 
the amounts appropriated to date for 1959, with appropriate com- 
parisons. The following tabulation summarizes the figures: 
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As shown by the table, the bill totals $100,279,350, a reduction of 
$5,180,655 from the budget estimates for 1960 and $5,748,365 below 
1959 appropriations to date, including those in the recently enacted 
Second Supplemental Appropriation Act for 1959, of $106,027,715. 
The Committee has made a number of reductions, the largest being 
in the item for liquidation cash for obligations originally estimated 
to fall due in 1960 under the Capitol Power Plant expansion program. 


House oF REPRESENTATIVES 


A total of $42,398,065 is recommended for all items under this 
heading, being a reduction of $820,255 in the estimates but $113,702 
above 1959 appropriations, the latter figure representing the net 
result of a number of increases and decreases as set out in the tabula- 
tion. Only two or three specifically identifiable additional positions 
are included. Several of the increases over 1959, and in two instances 
over the budget estimate for 1960, are to effectuate the provisions 
of a number of resolutions agreed to by the House making provision 
for changes in salaries or adding positions, or something similar. 
Additionally, several of the increases are educated guesses of what 
the financial requirements will be, as, for example, in the matter of 
special and select committee expenses under House Resolutions, the 
volume of committee hearings, the number of personnel employed by 
the standing committees, and the number of clerks on members’ official 
rolls. In respect to these things, the best the Committee can do is to 
insert a judgment amount, based on experience and the present rates 
of expenditure. 

Number of employees.—Aside from clerk-hire for members and 
delegates, the great majority of personnel under the House of Repre- 
sentatives occupy positions specifically established or provided by 
statute. As noted, the bill provides increases for only two or three 
additional specifically identifiable positions. Standing committee 
employees are limited as to numbers by statute, and the number 
actually on the rolls is somewhat less than the total number author- 
ized. Employment under special investigative funds made available 
by resolutions out of the contingent fund is, of course, governed 
somewhat by the amount of funds thus allocated. 

As has been the case for some years, the clerk-hire roll of members 
and delegates is well below the total permitted and currently is approx- 
imately 1,000 less than the maximum permitted by the law. 

Retirement work.—The Committee has inserted language in the bill 
transferring one retirement position from the payroll of the Office of 
the Clerk to the Office of the Sergeant at Arms. The employee con- 
cerned is physically located in the latter office where the records with 
which he works are kept. The Committee is advised that the work is 
done under the supervision and direction of the Sergeant at Arms and 
not the Clerk of the House, and it would seem that the logical thing 
would be to budget for the position where the work is done and 
supervised. That is the reason for the Committee action. 

The amount for the Office of the Clerk has thus been reduced by 
$10,045, but this is partly offset by addition of $4,975, not in the 
estimate, to cover adjustments approved last week through adoption 
of House Resolution 271. 
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Stationery —The bill includes the usual appropriation for the au- 
thorized $1,200 allowance for the second session of the 86th Congress, 
the same as currently provided for the first session. The budge; 
estimate was for $788,400, based on the proposition of an $1,800 
allowance, but since the currently authorized allowance is only 
$1,200 the Committee did not regard it as appropriate to allow the 
extra $600, even though a similar allowance was granted for the 
second session of the 85th Congress. If authorized at a later date, 
additional provision can be made in the closing supplemental bill of 
the session. 

Attending physician.—Adoption by the House last week of Resolu- 
tion 270 is the reason the estimate for this item has been exceeded by 
$900. 

Speaker’s automobile.—The Committee has inserted language in the 
bill continuing available during 1960 the balance of the 1959 appro- 
priation. The balance results from the fact that the customary 
replacement of the automobile, provided for in the current year, has 
not yet been effectuated. 

Joint ITEMS 


For items falling under this general heading, a total of $2,904,635 
is recommended, an increase of $433,444 above the 1959 appropriation, 
that increase being for the item of penalty mail costs, but $900,000 
below the estimate. 

Following the established practice, the budget estimate of $3,591,000 
for reimbursement to the Post Office Department on account of 
penalty and franked mailings was based on a letter from the Depart- 
ment with respect to mailings in the year ended June 30, 1958—the 
procedure has been to reimburse rather than appropriate in advance. 
The requirement for this appropriation rests on Section 2 of Publie 
Law 286, 83rd Congress. Appropriations made as a result are: 
$1,169,700 for 1955; $1,978,000 for 1956; $2,076,000 for 1957; 
$2,081,000 for 1958, and for the current year, representing mailings 
in the fiscal year 1957, the sum of $2,259,000. ‘Thus, the budget 
request of $3,591,000 represented the very substantial increase of 
$1,332,000. This latter figure included an adjustment of $390,000 
with respect to an earlier year, but omitting that adjustment, the 
Committee could not see the justification for such a marked increase 
in one year as contrasted to fairly nominal increases in earlier years. 
Additional information was sought, and some was supplied, but not 
to the Committee’s satisfaction. In the circumstances the Committee 
has imposed a reduction of $900,000. Further study needs to be 
given to the basis for the amount requested. 

Incidentally, as the hearings disclose, the estimates supplied by the 
Department erroneously included a small amount for registered mail 
under the franking privilege. 


ARCHITECT OF THE CAPITOL 


Appropriations to the Architect of the Capitol provide for operation 
maintenance, and repair of the physical plant of the legislative 
establishment, except the Government Printing Office, and for major 
improvement and construction projects as specifically authorized 
from time to time. Following custom, the Committee bill omits 
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—" for items under the Architect pertaining exclusively to the 
nate. 

Total appropriations recommended aggregate $25,335,900, a 
reduction of $3,425,700 below corresponding budget estimates and 
$7,396,980 below comparable 1959 appropriations to date. 

The principal item of reduction below the estimates, and the prin- 
cipal item of increase above 1959, relates to funds required to liquidate 
contract obligations under the Capitol power plant expansion project. 
The project moves forward under contract authority granted in the 
pasic law. The Committee was advised that there will be some slip- 
page in scheduling the work, with result that all of the money requested 
rill not be required until the following year.. Aside from this item, 
there are numerous increases allowed above 1959 for various and 
sundry mandatory costs, such as wage board, within-grade promotion, 
overtime and holiday pay, and similar costs. Also, sundry items for 
repair and improvement to the buildings, including the Library, to 
keep the parece: plant in reasonably good order, and especially in 
the case of the Library, to aid in alleviating the critical space situation. 
Only 9 additional positions were requested in the estimates, and not 
all of those have been allowed. 

Salary adjustments.—The Architect presented a proposition to 
place five key positions of the organization under the regular legislative 
pay system. The Committee has included the necessary language in 
the bill. The details are included in the printed hearings beginning 
on page 66. 

apitol grounds.—A reduction of $4,000 is recommended in the 
budget for this item. The Architect asked for a tree surgeon in addi- 
tion to the one presently employed. The Committee does not regard 
this request as necessary at this time. 

Legislative garage.—The principal items of increase requested under 
this heading were $70,000 for lighting improvements and $25,000 for 
painting the ceiling of the underground structure. The Committee 
has deleted the item for painting. It would appear logical to proceed 
with the needed lighting improvements and then take stock of the 
necessity for painting the concrete ceiling. 

House Office Buildings —The Committee has imposed a general 
reduction of $35,700 against the appropriation for maintenance, oper- 
ation and upkeep of the two House Office Buildings. 

House Office Building construction project.—For the additional House 
Office Building and related work, the bill includes $16,500,000, the 
estimate, for paying obligations under contract authority in the basic 
law, control of which is under the House Office Building Commission. 
The sum of $45,000,000 has heretofore been appropriated. The 
general dimensions of the program, its status at this time, and infor- 
mation as to work yet to be done, including that currently in con- 
templation for 1960, together with a tabulation of the financial 
aspects, are set forth on pages 90-96 of the printed hearings. 

Extension of the Capitol building —There is no money in the bill for 
the extension of the Capitol building. The sum of $17,000,000 has 
been appropriated. The Committee calls attention to the information 
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appearing on pages 75-78 of the printed hearings regarding the status 
and scope of the work. 

Library buildings and grounds and furniture and furnishings.—Two 
reductions have been made against these items. One is for $20,000 
re-submitted by the Architect for a survey and study looking to 
development and submission of recommendations and estimates of 
cost for improved illumination in the two Library buildings. The 
Committee denied this item last year and has again done so. 

The other item is a general reduction of $16,000 imposed against 
the furniture and furnishings item. In both appropriations, however, 
substantial increases have been allowed for a variety of purposes, all, 
however, aimed at keeping the physical plant of this valuable institu. 
tion in good order, providing a little more usable work space, and to 
improve the efficiency of the operations. 


Botanic GARDEN 


The Committee has allowed the budget estimate for operating the 
Botanic Garden. No additional positions are involved. There is a 
net decrease below 1959 because of deletion of a non-recurring item 
appropriated last year for special renovation and repair work. 


LIBRARY OF CONGRESS 


For the Library of Congress, including the Copyright Office, the 
Legislative Reference Service, production and distribution of catalog 
cards, the books for the blind program, and the special programs of 
organizing and microfilming papers of the Presidents in possession of 
the Library and for preservation of early American motion pictures, 
the bill includes $14,292,900 as compared with budget estimates of 
$14,327,600, a reduction of $34,700, and as compared to 1959 appro- 
priations to date of $13,389,191. 

Some of the increase over 1959 is to meet mandatory costs and 
price increases to maintain the present operating level, but in addition, 
the Library budget contained funds for 92 additional positions in all 

categories, practically all being in the lower salary grades for routine, 
volume- type work of one sort or another. Under the Committee bill, 
the Library will be able to take on most, but not all, of the additional 
positions. 

The Library of Congress is conceded to be the world’s largest and 
the richest in resources. It is inevitable that its collections, the 
demands upon it, and thus its volume of work will continue to grow. 
More demands are being made upon it by the Congress, the Govern- 
ment agencies, private ‘organizations and the public generally. As 
pointed out in other years, its collections and skills have for some 
years been, and continue to be, of substantial value to the defense and 
security agencies. To be useful, the collections must be properly 
organized and indexed; to be up-to-date, the collections must be 
complete and that requires expenditures for purchases in addition to 
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copyright deposits; to be of ready service, there must be enough 
employees to handle the demands with reasonable expedition It is 
for these reasons that in the last several years the Committee has 
been recommending, and the Congress has been granting, modest 
additions to the staff and other resources of the Library. But, as has 
been mentioned before, the Library is in a critical situation in the 
matter of inadequate space. The saturation point is approaching. 
A third library building is needed, now. Otherwise, there will be no 
place to put the acquisitions or the people to service them. The 
Committee is pleased to note that bills were recently introduced to 
authorize funds for a study looking to a third building. 

Copyright Office—The Committee has imposed a small general 
reduction of $28,500 against the budget estimate. The estimate 
included provision for 10 additional positions stated:to be needed to 
meet an anticipated increase in workload. It is the Committee’s view 
that the operations can be satisfactorily handled in the coming year 
within the amount allowed. 

For some years receipts from copyright fees, when combined with 
the estimated value of free copyright deposits which are placed in the 
general collections of the Library, have exceeded operating costs as 
shown on page 195 of the hearings. The fees alone do not fully cover 
such costs, but within recent years they have gotten up to as high as 
80 percent of costs. In the last year or so, and this is anticipated to 
be the situation for the coming year, the cash percentage recovery 
of costs through fees is slipping backward. The reason is that the 
fees, which are set by law, have not been raised for several years, 
while operating costs of the Office, arising from salary and other 
increased costs, have been increasing. The situation would seem to 
call for legislative consideration looking to upward revision of present 
rates. 

Distribution of catalog cards.—In allowing the full budget request for 
this valuable service, the Committee is pleased to note that for 1959 
the estimate is that 99 percent of the expenditures will be recovered 
to the Treasury through sales of catalog cards. Sales volume is 
increasing each year and the Library looks forward to the time when 
there will be 100 percent recovery. 

Books for the blind—The Committee has, as in past years, allowed 
the full budget estimate for this very worthwhile program. The 
demand for the services is increasing right along and it has been the 
purpose of the Committee to try to keep up with it. 

Administrative provisions —The Committee has gone along with 
the request of the Library to drop the limitation on the amount that 
can be used for expenses of attendance at meetings concerned with the 
business of the Library. In so doing, the Committee would like 
the Librarian to report in the justifications each year as to the amounts 
expended with brief outline of the specifics. 
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GOVERNMENT PRINTING OFFICE 


For Congressional printing and binding the bill includes the budget 
estimate, $11,500,000, an increase of $800,000 over the 1959 appro- 
priation. 

Of the total, $10,000,000 is the basic estimate for printing and 
binding for 1960 and $1,500,000 is to replace a like amount which 
had to be borrowed from the 1959 appropriation to pay for additional 
printing requirements in fiscal 1958 in excess of the appropriation, 
No one can accurately judge the requirements in advance and as a 
result, language was inserted two years ago permitting the Public 
Printer to borrow from the succeeding years’ appropriation whenever 
necessary to cover requirements of a particular year. That is what 
is involved in this increase. 

Incidentally, the Committee was advised that in all probability 
the 1959 appropriation of $10,000,000 will fall short of meeting the 
requirements by perhaps $500,000 or so. 

It is also a matter of passing interest, as disclosed by the hearings, 
that this item has traditionally covered some expenditures which 
arise from actions of the Executive Branch rather than of the Legisla- 
tive Branch and to that extent tends to overstate the costs of running 
the Legislative establishment. 

Office of the Superintendent of Documents.—The Committee has 
approved the full estimate for this Office. No additional positions 
are involved; only sundry mandatory cost items. 

The largest activity under this office, and the only one that produces 
revenue, is the publications sales program. It now returns something 
like 94 percent of the cost of the whole Office to the Treasury. 

Legislation (H.R. 519) dealing with a revision of laws relating to 
depository libraries is pending consideration. If the bill is enacted, 
it has been estimated that the first year additional cost would be 
approximately $222,000. 


LIMITATIONS AND LEGISLATIVE PROVISIONS 


The following limitations and legislative provisions not heretofore 
carried are included in the bill: 
On page 8, under the Speaker’s automobile: 


together with the unobligated balance of the appropriation under 
this head for the fiscal year 1959. 
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On page 13, under the Office of the Architect: 


Hereafter, the Architect of the Capitol is authorized, without 
regard to the Classification Act of 1949, as amended, to fix the 
compensation of three positions under the appropriation “‘Sala- 
ries, Office of the Architect of the Capitol’’, of one position under 
the appropriation ‘‘Capitol Buildings’, and of one position 
under the appropriation ‘‘House Office Buildings’ at a basic 
rate of $8,000 per annum each: Provided, That this provision 
shall not be applicable to the positions of Architect, Assistant 
Architect, or Second Assistant Architect of the Capitol. 


CompuiANnce With Ruvte XIJI—C.uavsse 3 


The following is submitted in compliance with clause 3, of Rule XIII: 


PENDING BILL EXISTING LAW 
(On page 8) 


Effective July 1, 1959, the posi- (Public Law 242, 84th Congress, 
tion of ‘‘Administrative assistant to under “House of Representa- 
Olerk (retirement) under the office _ tives’’) 
of the Clerk of the House shall be The following changes are made 
transferred to the Office of the with respect to positions under the 
Sergeant at Arms and shall be re- Clerk of the House of Representa- 
designated as “Special assistant tives: 

(retirement)”’, (1) The title of each position 
shown below in the first column 
shall be that shown in the second 
column * * *, 


Former title Title 
* * * 


1 Administrative Administrative 
assistant to Clerk assistant to Clerk 
(retirement) 
* * 
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86TH CoNGRESS t HOUSE OF REPRESENTATIVES | REPORT 


DEPARTMENT OF DEFENSE APPROPRIATION BILL, 1960 


May 28, 1959.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Manon, from the Committee on Appropriations, submitted the 
following 


REPORT 


[To accompany H.R. 7454] 


The Committee on Appropriations submits the following report in 
explanation of the accompanying bill (H. R. 7454) making appropria- 
tions for the Department of Defense for the fiscal year ending June 
30, 1960. 


APPROPRIATIONS AND ESTIMATES 


The estimates considered by the Committee are based on the 
President’s budget submitted in January and an amendment to that 
budget transmitted by the President on March 26, 1959 as reflected in 
House Document No. 102. The items provided for in the accompany- 
ing bill embrace the cost of all regular military functions for 1960 
except construction. Requirements for military construction will be 
provided for in a subsequent appropriation bill. 

The following tabulation lists in summary form appropriations for 
fiscal year 19! 59, estimates for the fiscal year 1960, and the resultant 
net effect of Committee action on the 1960 requests. 
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SuMMARY OF THE BILL 


The bill as reported by the Committee is $399,861,000 below the 
President’s budget request. Over a period of four months the budget 

rograms have been thoroughly reviewed. As a result of these studies 
the Committee has determined that a number of changes should be 
made. Some of the recommended changes provide for increases in 
appropriations, some for decreases. The changes made, it is believed, 
will increase, over the next few years, the overall deterrent power of 
United States military forces. : 

We continue to live in a period of rapid change and new concepts. 
The budget presented to Congress was formulated in large measure 
during the latter part of last year. Budget planners must of course 
have a cut-off date in order to put the budget in final form for pres- 
entation to Congress. After the budget is presented and while it 
is being considered by Congress it is not practical for the Executive 
Branch to seek numerous modifications. If the Executive Branch 
were to submit a new budget today there would no doubt be many 
modifications of the programs submitted in January. It should be 
said, however, that the great majority of the programs which were 
presented in the budget have been provided for. 

Major Committee changes are summarized at this point. All 
changes are explained in detail throughout the body of the report. 
Increases provided for by the Committee’s action total 
$779,800,000, including (a) $152,500,000 for maintaining the Na- 
tional Guard at a strength of 400,000 and the Army Reserve at a 
strength of 300,000; (6) $200,000,000 for Army procurement to ad- 
vance the NIKE-ZEUS anti-ICBM missile and to continue moderni- 
zation of Army equipment; (¢) $255,300,000 for Navy anti-submarine 
warfare capability; (d@) $85,000,000 as a down payment on an addi- 
tional 8 squadrons in the projected Air Force ATLAS ICBM pro- 
gram; and (e) $87,000,000 for acceleration of the Air Force MIN- 
UTEMAN ICBM. 

Offsetting these increases are a number of sizable decreases totaling 
$1,179,661,000, which a majority of the Committee felt would have 
no substantial effect on our defense capability. Among these 
were reductions in the amount of $83,000,000 in military personnel 
offset to the extent of $81,000,000 by an additional transfer from Army 
stock fund cash; $163,911,000 in the Operation and Maintenance 
appropriations for the respective services; a reduction of $260,000,000 
by elimination of the proposed Navy super aircraft carrier; a reduc- 
tion of $127,500,000 in the Air Force MACE missile program; a 
reduction of $162,700,000 in the Air Foree BOMARC anti-aircraft 
missile program ; reductions totaling $101,400,000 in the proposed Air 
Force aircraft procurement of passenger-type jet aircraft; a reduction 
of $100,000,000 in contingencies for aircraft modification: a reduction 
of $50,000,000 in radar improvement procurement programs; and a 
$131,150,000 across the board one percent reduction in all procure- 
ment for the purpose of enforcing competition in military contract- 
ing and improved procurement practices generally. 

Should these actions be approved, the Congress will place a signifi- 
cant imprint upon the fiscal year 1960 defense program in a way which 
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should improve our defense posture. The Committee in effect is saying 
to the Department of Defense you can do a better defense job for less 
by eliminating or cutting back or otherwise modifying certain pro- 
grams. and by tightening up on operations generally. At the same 
time the Committee is also saying that more should be done in cer. 
tain areas. The $38,848,339,000 recommended for appropriation ig 
$399,861,000 less than the $39,248,200,000 requested for appropriation 
by the President and is $1,039,868,100 less than the $39,888,207,100 
appropriated for the same purposes in fiscal year 1959. 

The amounts above do not include $1,563,200,000 requested in the 
President’s Budget for military construction which will be included 
in a separate bill, to be reported later. 

Committee action on the Defense budget results in a net increase 
in funds for the Army totaling $221,905,000; a net decrease 
in funds for the Navy totaling $82,672,000; and a net decrease in 
funds for the Air Force totaling $538,694,000. 


Tue CuHatLence We Are AtremptTine To Meet 


Any attempt to reach a determination on total defense require- 
ments necessitates a thorough-going evaluation of the world-wide 
situation which we are now facing and the probabilities with which 
we must be prepared to cope. Such an evaluation naturally involves 
some knowledge of our latest intelligence appraisals. The Commit- 
tee received extensive briefings in this regard. It was on the basis 
of these intelligence evaluations that the President’s Budget was 
originally prepared and that the Committee action has been taken. 
There is, of course, always room for differences of opinion in the 
evaluation of intelligence ine. 

Many decisions pertaining to the military budget depend a great 
deal upon the accuracy of intelligence information and its evaluation. 
Wrong information or an incorrect evaluation in this regard could cost 
billions of dollars and endanger the security of the Nation. The im- 

ortance of proper intelligence and evaluation cannot be overstated. 
To be on the safe side the Nation must always be prepared for the 
worst. 

It is agreed that the military threat as posed by the Communist 
bloc is the major element of concern to our national security. How- 
ever, there are additional and serious threats to our position of world 
leadership in economic, scientific and technological areas. All these 
areas are inter-related. 

Last year the Committee stated : 


* * * the world is moving rapidly into a period of increas- 
ing danger—danger to ourselves, our possible enemies, and 
for that matter, to all peoples of the world. 





The intercontinental ballistic missile era is now upon us. It is esti- 
mated that during this calendar year the U.S.S.R. and the United 
States will have ICBM’s ready for operational deployment with 
troops. The predominant weapons carrier today is the manned air- 
craft but missile predominance is definitely on the way. Nevertheless, 
during this transition period we must continue to rely in consider- 
able degree on the old while perfecting the new. Military planning 
and decisions on military procurement are extremely difficult at this 
point. Obviously, the old is still necessary and may continue to be nec- 
essary for some time to come, The difficulty comes in trying to deter-, 
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mine the extent; to which the old should be carried forward. Indica- 
tions are that a mix of old and new weapons may be required for a long 
time. Many military men of unquestioned ability are reluctant 
to give up the old reliable and familiar weapons for new weapons 
untested in actual armed conflict. It is during a period of transition 
such as the present that the expense of maintaining a balanced mili- 
tary force is the greatest. As the newer weapons become more reliable 
a clearer picture of our long range military requirements should come 
into focus. 

As it stands today, both sides in the great power struggle between 
the East and the West already have the capability to inflict upon 
one another tremendous damage. It is believed, however, that the 
edge still rests with the strategic air capability of the United States. 

he threat is expected to worsen. As Secretary of Defense Neil H. 
McElroy stated to the Committee last January : 


My opinion is that as the long range ballistic missile comes 
into the arsenals of the two countries, the peril to those coun- 
tries will be greater than it is now when the delivery of the 
strategic weapon must be done by aircraft. I say this be- 
sause we have some defense against aircraft. We are still 
developing a defense against long-range ballistic missiles. 


Lintrep Vs. GENERAL WaR 


A great deal of study has been devoted to the question of the proper 
relationship between preparation for limited war and preparation for 
eneral war. It is doubtful that this issue can ever be fully resolved. 
Decisions made in this regard will always be a matter of judgment 
based upon an appraisal of the threat confronting us. Much testimony 
was taken upon this subject. However, no advocate on either side ever 
seriously questioned the idea that global war is still and will continue 
to be the most serious and immediate danger to our national security. 
In this regard, Secretary McElroy stated to the Committee: 


Our number one requirement is to be prepared for general 
war in order that we may deter it. I do not think there could 
be the slightest question about that being our number one 
requirement, * * * of course, that can not be the only require- 
ment on us. We must also be in a position to apply whatever 
forces are needed in a situation of local conflict and apply 
them promptly so that we either deter such a conflict from 
breaking out or, if it does break out, can contain it so it 
does not expand into something which could become big. So 
we do not think of one as being exclusive of the other, but if 
there is a single thing we have as a positive first responsi-. 
bility, it is the deterrence of general war. 


In considering the horrible results which would ensue from a gen- 
eral atomic war, General Nathan F. Twining, Chairman of the Joint 
Chiefs of Staff, was asked a question as to the effect of a surprise 
atomic attack upon the United States. In response he said: 


It would be beyond one’s imagination to know how bad it 
would be. Whether the people will crack, or go crazy or not 
I don’t know. There would be a lot left, I think, who would 
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get back together again but it would be a different kind of a 
world, a different life. 


The question naturally arises, has this emerging picture of the 
unthinkable consequences of all-out atomic warfare diminished the 
possibility of general war and conversely increased the possibility 
of limited wars. This particular question was raised a number of 
times in the course of the hearings. At one point, when it was put to 
Secretary of Defense McElroy, he responded as follows: 


I must believe that, Mr. Chairman, or I think we are in 
bad shape. If we have a general war, as discussed this morn- 
ing, not much of the world will be left. So I have to believe, 
if I think we are doing anything right in this country mili- 
tarily, that we will succeed in restraining the people who 
might otherwise start a general war. So I would have to 
answer that I believe a limited war is more likely than a 
general war. 


Both Secretary of the Army Wilber M. Brucker and Army Chief 
of Staff General Maxwell D. Taylor stressed particularly the greater 
probability of limited war. Secretary Brucker said at one point: 


* * * limited war is the more likely form of war or ag- 
gression. 


General Taylor also stated that he considered limited wars were “cer- 
tainly much more probable” than general war. However, General 
Taylor acknowledged : 


* * * our overall strategic deterrent strength is always 


present as a political factor throughout the world regardless 
of what is happening, and when I stress the importance of 
limited war I certainly recognize the continuous requirement 
for this umbrella of protection represented by the deterrent 
weapons. 


Admiral Arleigh Burke, Chief of Naval Operations, when asked 
about this question, stated to the Committee: 


I think there is always a possibility of general war. I think 
that possibility is becoming more and more remote, because 
both countries realize that we can suffer severe damage now 
and we can destroy Russia now. That will continue, I be- 
lieve. 

In further testimony later on, he stated : 

The people in this country in general, I believe, are very 
much concerned about general nuclear war, so there is a ten- 
dency to think only in terms of general nuclear war as being 
the only war that we have to take care of. That is not true. 
We have not fought a general nuclear war and we may not, 
and we probably will not. 


It is apparent from the preceding quoted testimony that top 
civilian and military officials in the Department of Defense agree that 
general war still represents the most deadly threat to the survival of 
this nation, and any other nation becoming so involved. Furthermore, 
it is evident that these officials agree that because of this deadly threat 
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the occurrence of such a war is somewhat improbable. Nevertlieless, 
it is also evident that this will be true only so long as the United States 
maintains retaliatory forces of such unquestioned power as to deter any 

ssible enemy from resorting to an all-out attack upon this country. 

t was with this ever in mind that the Committee acted upon the 
accompanying bill. Everyone apparently is in agreement that as 
long as we are well prepared for general nuclear war, such a war is 
much less likely. However, it does not necessar ily follow that limited 
wars involving the direct interests of the United States are therefore 
made much more likely than they would be otherwise. Since a general 
war very definitely might develop from a limited war this ever present 
threat acts as a major “deterrent to the possibility of limited war. In 
fact, the very threat of general war growing out of a single incident 
acts as a real deterrent to any agressive military adventures by the 
Communist bloc. We must, however, maintain a capabili ty of coping 
quickly with any incidents which m: Ly develop as an additional assur- 
ance against a small affair growing into a much larger one. 

It is not so much a matter of mobilizing immediatel y available 

manpower to handle a limited war as it is the ¢ apability of the neces- 
sary manpower to get quickly to the spot, adequately equipped and 
supported. Gener al Taylor has made it clear that the major problems 
in this regard arise from inadequate planning and lack of coordina- 
tion between the respective services. He lists a five point program 
which he considers necessary to meet the possible challenges posed 
by future limited war situations. These are: 


First, the modernization of military equipment applicable 
to limited war situations; secondly, the improved strategic 
mobility of limited war forces; third, the pre-planned use of 
air and sealift necessary to move these forces; fourth, an ex- 
panded program for joint planning and training of the ele- 
ments of limited war forces; and finally, the public recogni- 
tion of our increased capability in coping with the challenge 
of limited war. 


Appropriating additional funds can help with the modernization of 
military equipment, resulting in improved mobile capability. Im- 
proving strategic mobility of limited war forces seems to be largely 
a matter of the type of equipment to be carried with the troops and 
proper planning so that sufficient airlift and sealift is readily available 
to these forces without question, when the need arises. The Committee 
has provided more than was asked for in the budget toward equipment 
modernization. Funds for Army procurement have been increased 
by $200,000,000, to provide for advances in the NIKE-ZEUS Anti- 
ICBM program and equipment modernization. This program is dis- 
cussed at length under the heading Army Procurement. The rest of 
the program for limited war preparation, as outlined by General Tay- 
lor, appears to be a job for the coordinated efforts of the Joint Chiefs 
of Staff. 

In dealing with the question of limited versus general war, it should 
be kept in mind that military power alone, of any typ e, cannot solve 
all problems of conflicting international interests. Certainly United 
States military strength is not likely to prevent local wars in various 
parts of the World which do not directly involve U.S. interests. It 
is doubtful that even if the United States had had military power 
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many times greater than it actually has had over the past fourteen 
years, many of the eighteen so-called limited wars which have occurred 
since the end of World War II could have been avoided. It should be 
recognized that there are limitations on the use of military force in 
solving our international problems. Communist subversion or pene- 
tration resulting from military and economic aid or political intrigue 
will not be stopped by military strength alone. 


Aprequacy or U.S. Forces 


Except for the reservations held by some military leaders regarding 
the degree of our preparation for limited war, the general consensus 
among Department of Defense officials is that the nation is prepared 
today to meet the military threat it faces. To get a clear apdeosal 
ing of the relative positions taken by the witnesses it is necessary to 
look at their testimony before the Committee. At one point in dealing 
with this subject Secretary of Defense McElroy stated: 


Our forces are fully capable of carrying out their assigned 
missions and will continue to have this capability during the 
period covered by this budget. 


To the direct question, “Is our military strength today sufficient 
to deter a major war?”, both Secretary McElroy and General Twining 
replied with an unqualified “Yes”. 

Vith respect to the future, Secretary McElroy stated: 


I think our position will still be one in which we will 
have adequate force to retaliate against an attacker, with the 
result that the effectiveness of that force will be sufficient to 
deter him from starting a general war. 


General Twining also concurred in this judgment. 

The views of the Joint Chiefs of Staff on the 1960 Defense Budget 
were incorporated in a signed statement to the Secretary of Defense 
which reads as follows: 


The Joint Chiefs of Staff consider that the fiscal year 1960 
proposed expenditure figure is adequate to provide for the es- 
sential programs necessary for the defense of the nation for 
the period under consideration. They find no serious gaps 
in the key elements of the budget in its present form, but 
all have reservations with respect to the funding of some 
segments of their respective service programs. 


It should be pointed out, however, that each of the Services re- 
quested funds for the financing of programs which were not included 
in the Budget. 

The question of the forces we should have and whether or not we 
have too much in one area or too little in another is a particularly 
difficult problem. In this connection the Chief of Staff of the Army 
and the Chief of Naval Operations both stated that, in their opinion, 
the retaliatory forces considerably exceeded the requirements. Along 
this line, General Taylor told the committee: 


I consider that we have an excess number of strategic 
weapons and weapons systems in the atomic retaliatory 
force. 
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I refer to the aggregate of bombers of the Air Force, of 
the Navy, and of our oversea commands and our allies; of the 
ICBM’s and the IRBM’s that are coming along in the hands 
of the Air Force. I see in the future the POLARIS system, 
a very promising system, coming forward. When I add to- 
gether all those vehicles capable of delivering the atomic 
retaliatory attack, in my judgment the aggregate is excessive 
to the requirements. 


Along the same line, Admiral Burke stated categorically : 


I think there is a rate of building up retaliatory capability 
which is greater than that which is necessary. 
* * * 2 * * * 


I think we do have too much retaliatory power, and I think 
that we should put more money into limited capability. 


Both General Taylor and Admiral Burke felt that the total defense 
budget proposed for fiscal year 1960 was adequate, but that a greater 
rtion of the total should be devoted to limited war capabilities. 

This point of view was not shared by the Chief of Staff of the Air 
Force, enecel Thomas D. White, or by a number of other rankin 
officers who appeared before the Committee. General White alee 
to the Committee : 


Our present capability to react to limited war situation is 
good. It includes the forces of the U.S. Army, the Navy, 
the Air Force, and the Marine Corps. The Air Force con- 
tributes tactical fighter bombers, troop carrier, and support 
forces, many of which are already overseas. Any units of 
the Strategic Air Command that may be required are also 
available. 

In addition, allied forces must be considered. They also 

ossess a real capability for limited war situations. The 
US. Military Assistance program, combined with the efforts 
of our allies has resulted in allied ground, naval, and air 
forces of substantial size and growing effectiveness. These 
world-wide forces, supported as necessary by U.S. forces, 
present potential local aggressors with a formidable 
obstacle. 


General Thomas S. Power, Commanding General of the Strategic 
Air Command, was even more emphatic in his opinion. He stated to 
the Committee : 

* * * T maintain that we have sufficient armed forces to 
tailor a force to handle any small war. 

In response to a direct question as to whether we have placed too 
much emphasis on deterrent power, General Power answered with a 
categorical “No”. In his judgment, 

* * * our deterrent posture is deteriorating. 
Earlier he said: 


The force which is now proereanen * * * is not adequate 
because it is not coming fast enough. 
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General Lauris Norstad, Supreme Allied Commander, Europe, also 
expressed his judgment that, with respect to the retaliatory forces, 


* * * we certainly do not have too much. 


These are honest differences of opinion regarding the adequacy of 
the forces which we now have. They must be evaluated in the light of 
the special hopes and plans of each of the services. Fortunately, all are 
reasonably in agreement that the retaliatory forces now in existence 
are sufficient, for the present. It must be kept in mind, however, 
that the concept of massive retaliation as a deterrent is invalid unless 
enough of the retaliatory force is invulnerable to surprise attack so 
that it is able to retaliate effectively, even after such surprise attack, 
This poses a serious problem in the evaluation of Soviet ICBM capa- 
bility. The problem will become increasingly more important in 
future months as the Soviet missile arsenal increases. It was with this 
in mind that the Committee decided to step up our own ICBM pro- 
gram over the next few years, and provide special funding authority 
for undertaking an airborne alert of our SAC forces, should the 
President consider such action desirable. 


ATTAINING A Batancep Force 


Achieving a proper balance between general war and limited war 
capabilities without greatly increasing the burden upon the tax- 
payer and the economy, is one of the most difficult problems confront- 
ing the President, the Department of Defense, and the Congress, 
The President said in his budget message that the 1960 Defense 
Budget contains such a balance. Both Secretary McElroy and Gen- 
eral Twining from their overall viewpoints expressed the opinion 
that the 1960 Budget represents such a balance. However, it is obvi- 
ous from testimony of the respective members of the Joints Chiefs of 
Staff and other military officers throughout the hearings, previous] 

uoted, that there is considerable difference of opinion in this regard. 

ifferences of opinion are natural and understandable, but the testi- 
mony clearly indicates that there is something wrong in our present 
military planning. It seems quite apparent that in this regard the 
Joint Chiefs of Staff, as a corporate body, is not providing the kind 
of advice and leadership which this country requires. The individual 
members of the Joint Chiefs of Staff are able and experienced military 
men. It is not with these individuals but rather with the organization 
and system of operations that the Committee is concerned. 

General Maxwell Taylor, the Army Chief of Staff made this situa- 
tion quite clear in his testimony before the Committee this year. At 
one point in speaking of the work of the Joint Chiefs of Staff, he stated 
the problem in very definite terms when he said: 


* * * T think that our weakness is in not determining 
standards of sufficiency—how much is enough for the atomic 
retaliatory force, for air defense, for limited warfare forces, 
for strategic airlift and sealift, for reserve-type forces—all 
of those categories to which several services contribute. We 
never look at the problem horizontally and determine whether 
each function is properly supported by the appropriate forces 
of all contributing services. 

This is a most serious indictment of the inner workings of our mili- 
tary organization, It makes it easier to understand why there is so 
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much confusion and duplication with resultant waste in the mili- 
tary establishment. The President, the Secretary of Defense, the Con- 
ress, and the American people have a right to expect a better job from 
the Joint Chiefs of Staff in the way of military guidance. As a cor- 
porate body, the Joint Chiefs of Staff must set up plans for the guid- 
ance of the various commands and the respective services. Hard de- 
cisions are required, and the President, the Secretary of Defense and 
the Joint Chiefs must assume the major responsibility for tailoring 
military forces to requirements. Each year the question which con- 
fronts us of “who gets what” is becoming more difficult to cope with. 

The Joint Chiefs of Staff should look at what is available for what 
purposes and attempt to match it with the needs. As an example, the 
Joint Chiefs should take a lock at the combined forces of the Marine 
Corpsand the Army. It is not a question of combining the Army and 
Marine Corps. It is merely a question of looking at the combined 
strength and the combined capability of these two great forces in 
making the final determination as to what our ground force should be 
in providing for our commitments throughout the world. The Joint 
Chiefs shou!d take a similar !ook at the combined air power capabilities 
of the Air Force and Navy. Such an approach should be the function 
of the Joint Chiefs of Staff in connection with preparation of plans 
for the 1961 budget request. The costing out of such determinations 
can be done by the respective services and through the usual budgetary 
process. 

Many of the basic military questions which confront the Congress 
and the country are apparently never discussed by the Joint Chiefs 
of Staff. For example, the hearings reveal that the Joint Chiefs did 
not discuss specifically in connection with the 1960 military budget 
whether the Army should be maintained at 870,000 or 900,000, whether 
funds should be sought for a Navy carrier, and what should be done 
with reference to the B-52 bomber program. 


ComMITTEE ACTION ON THE 1960 Derense Bit 


The national defense scene is fast moving. We are in a period of 
drastic change and new concepts. Advances in technology keep us 
in a continual state of uncertainty regarding the extent to which we 
should go in investing in a particular weapons system. As was pointed 
out earlier in this report, the military budget before the Committee 
was prepared many months ago. Considerable change with respect 
to plans for certain programs have already been suggested by military 
sources. 

The Committee, in preparing the Defense bill for 1960, has tried 
to take action in the light of the situation as it exists today. As an 
example of the changing situation, when Secretary of the Air Force 
Douglas and Chief of Staff White were before the Committee in Feb- 
ruary, they argued against any further expansion in the program 
for ATLAS missiles. Today, however, their position is changed. 
It is understood that they have now asked the Department of Defense 
for approval of a larger program. 

Considerable flexibility is required if we are to deal effectively with 
the fast-moving military picture. Accordingly, the budget is set up 
on a flexible basis. Within the vast appropriations provided, the De- 
partment of Defense has great flexibility to meet changing situations, 
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Committee action on the 1960 budget request is also tailored toward 
this end. 

The detailed changes made in specific programs are discussed under 
the respective appropriation headings in the report. However, a num- 
ber of these changes are of such significance that they warrant specifie 
separate treatment along with a discussion of the defense policies in- 
volved. What has been done toward providing for limited war was 
discussed previously in the report under that heading. What is pro- 
posed for other major defense programs is discussed in the paragraphs 


which follow. 
THE MISSILE GAP 


The intercontinental ballistic missile is a military weapon of prime 
importance and also a psychological weapon of first magnitude. The 
Committee made a special effort to explore all aspects of this problem, 
and to establish the facts as to where we stand in relation to the 
US.S.R. Hundreds of pages of testimony were devoted to this sub- 
ject. A number of special presentations, on and off the record, were 
studied. 

Estimates of Soviet ICBM capability were of necessity presented 
on the basis of what the Russians would be able to do, not necessaril 
what they will do. It seems obvious, however, that the Russians will 
do everything they are capable of doing in this field. They have dem- 
onstrated great pride in their accomplishments in rocketry. They are 
not unaware of the great military and psychological potential of the 
ICBM weapon. 

It would appear from the estimates presented to the Committee that 
the Soviet Union could have three times as many ICBMs in position 
and ready to fire in anger as the United States will have during the 
period of the early 1960’s. Exact numbers and dates are necessarily 
classified. Both the U.S. and the U.S.S.R. are expected to have 
a limited number of operational ICBM missiles during the current 
calendar year. 

The 1960 Defense Budget does not provide for immediate matching 
of Soviet production capability in long-range ballistic missiles. This 
was a studied position of the Department of Defense, it being reasoned 
that— 


* * * there is no particular logic in trying to match every- 
thing it is estimated our opponent might do. 


The Department preferred to rely on the position that— 


* * * the manned bomber is still the principal means of 
striking a decisive retaliatory blow and will continue to be 
a most important element of the retaliatory forces for some 
years to come. 


From intelligence evaluations there seems little doubt that the United 
States has an overwhelming supericrity in strategic bombing forces 
represented by our B-52 and B-47 aircraft. However, reliance upon 
such retaliatory force depends upon the avoidance of a surprise attack 
which might destroy it on the ground thus rendering it incapable of 
counterattacking. This is one of the special threats incident to a sig- 
nificant ICBM capability in the possession of an adversary—especially 
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during the period when we will have no anti-ICBM weapon and no 
effective system to detect the approach of the ICBM. ‘This raises a 
question regarding the feasibility of providing for a continuous air- 
borne alert of our bomber forces as discussed on page 16 of the report. 

The Secretary of Defense proposed what he termed a balanced 
defense posture for the United States at this time. This would in- 
elude principal reliance for quite some time on the manned bomber 
and a gradual and somewhat modest introduction into our inventory 
of the ICBM. As already indicated, the Secretary does not propose 
that we try at this time to match Soviet ICBM’s missile for missile. 
There is considerable reluctance to accept fully the cumbersome and 
expensive liquid propellant ATLAS and TITAN intercontinental 
ballistic missiles. Yet, these missiles offer us our only hope of an early 
operational capability in quantity. The proposed solid propellant 
MINUTEMAN ICBM is expected to be much more reliable, much 
cheaper and more desirable than the ATLAS and TITAN, but 
the MINUTEMAN simply has not been perfected and will not be 
available for several years. If we are to have an early and significant 
ICBM capability, we must attain it through the ATLAS and TITAN 
programs, principally through the ATLAS, which is more advanced 
in time. Not to be overlooked, of course, is the proposed Navy 
POLARIS Fleet Ballistic Missile. This is a very promising system 
and must be considered as a part of this broad picture. The POLA- 
RIS missile system is discussed briefly hereafter. 

The Committee realizes that it would not be wise to rely wholly, 
now or in the near future, on the ICBM as the only prime weapon in 
our arsenal. Its reliability has not been fully established. There must 
be a period of growth and experience before there can be reasonably 
adequate assurance in this regard. Also, proper balance in defense 
capability is necessary. Despite these considerations the Committee, 
at this critical period in world history, is not happy over the prospect 
of being in second place to the U.S.S.R. in the highly significant 
ICBM field. The Committee feels that a missile gap exists and does 
not wish to see it widened. 

In an effort to improve our ICBM capability above and beyond ac- 
tions proposed in the budget the Committee has taken steps to pro- 
vide for an expansion of the ATLAS missile program. It has also 
undertaken, insofar as possible, to provide for the acceleration of the 
more advanced type solid propellant MINUTEMAN missile. This 
was done by adding $172,000,000 to the budget request. Committee 
action provides $85,000,000 for the ATLAS and $87,000,000 for the 
MINUTEMAN missile programs. The amount for ATLAS missiles 
will provide a down payment on eight additional squadrons, costing 
substantial additional funds in subsequent years. However, to fully 
implement this program during fiscal year 1960, the Air Force states 
that an additional $195,000,000 should be made available for military 
construction. The plan is for all of these squadrons to be of the 
so-called hardened type, thus providing protection from atomic at- 
tack, except for a direct hit. Because specific authorization of con- 
struction is required prior to appropriation, the responsibility of 
providing for this phase of the expanded ICBM program rests pri- 
marily with other Committees. 
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POLARIS FLEET BALLISTIC MISSILE 


In acting on the 1959 Defense Appropriation estimates last year 
the Committee added funds for an additional four POLARIS fleet 
ballistic missile submarines. By this action, the authorized number of 
POLARIS type submarines was increased from five to nine, 
Funds have been released by the Administration for construction of 
only one of the additional POLARIS type submarines. The remain- 
ing monies are being held in reserve for release early in fiscal year 
1960. In addition, “the 1960 Budget includes funds for advance 
procurement of long lead-time items for three additional POLARIS 
submarines, to be fully funded in the fiscal year 1961 program. 

Even though the Administration has not permitted this program to 
move forward as fast as provided for last year, the Committee action, 
supported by the Congress, has nevertheless paid off. Development 
of the fleet ballistic missile we eapons system appears to be moving 
ahead at a gratifying pace. With continued dorsideicien success, 
by next year progress should be such that it may be possible and 
reasonable again to accelerate this program. 

The POLARIS fleet ballistic missile weapons system, because of 
its basic mobility and the expected capability of launc hing its weapons 
while concealed beneath the surface of the seas, holds great promise 
as being one of the most effective deterrent weapons systems yet con- 
ceived. The Committee insists that everything possible be done to 
bring about its successful development at the earliest possible date, 


AIR DEFENSE 


A primary objective of the defense program is to deter war. All 
facets of our defense program, the capa bilities of each service down to 
the last man, play a role in this great effort. Inasmuch as a complete 
defense against a potential foe is practically unattainable, and that is 
especially. true today, there is common agreement that an overwhelm- 
ing offensive c apability is the best defense. Our military program has 
been patterned in that direction for years. This is not to say that no 
effort has been made or should be made to attain a good defensive 
posture. Indeed, our offensive power must never be left open to 
destruction from surprise attack. Protection against such an eventu- 
ality isthe primary role of our air defense forces. 

In an effort to protect our offensive retaliatory forces, as well as 
the population centers of the nation, we have spent over the past ten 
years in the area of $29 billion. This includes radar warning net- 
works, fighter aircraft and anti-aircraft missiles—the entire air de- 
fense pack age. Proposals have been made and are under study within 
the Defense Department which could increase this total spending to 
about $49 billion by 1963. A detailed listing of what the system 
entails would be of little value for our purposes here. Generally, 
however, the system now in being can be described as encompassing 

(a) early warning radar networks and radar coverage of most of the 
United States tied into the electronic computer control centers of the 
semi-automatic ground env ironment system known as SAGE, (0) hun- 
dreds of supersonic fighter aircraft stationed throughout the nation, 
and («) NIKE antiaircraft batteries surrounding most major target 
areas. The so-called BOMARC antiaircraft missile defense system, 
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and ability to combat the ICBM or even to detect its approach, is yet 
to come, 

By the end of fiscal year 1959, we will have expended or committed 
for pependitare, nearly $3,700, 000 000 for NIKE-AJAX and NIKE- 
HERCULES air defense missile ‘systems. By the end of fiscal year 
1959, we will have expended or committed for expenditure approxi- 

mately $1,900,000,000 on the BOMARC air defense missile system. 
The above figures for both missiles are all inclusive, including 
direct assignable costs for military personnel and operating expense. 
The NIKE is an Army program; the BOMARC is an Air Force pro- 
gram. In addition, the 1960 budget contains estimates amounting to 
nearly $1 billion for these two missile systems: This, of course, is only 
4 part of the total over-all air defense budget, and if all programs are 
approved the cost curve is projected to rise sharply. Coupled with the 
air defense program is the increasingly important anti-ICBM pro- 
gram, including an ICBM early warning system. This will add wade 
tional billions to the expense involved, 

The question naturally arises—wherein lies the greater threat, and 

what is to be done about it? Systems are under construction to provide 
for early warning of intercontinental ballistic missile attack. Actual 
defense presents a much more difficult problem. This problem is being 
attacked and the Committee is providing additional funds for advance 
procurement in order to speed along the NIKE-ZEUS anti-ICBM mis- 
sile program. Development takes time and there is little more that can 
be oes for the present. We have a number of competing systems, 
however, for defense against aircraft. Great progress has been made 
in aircraft warning systems, in fighter interceptor aircraft armed with 
air-to-air missiles, and in the dev elopment of ground-to-air missiles, 
such as the BOMARC and the NIKE-HERCULES. The problem in 
this area may well be that we have too many possibilities, or too many 
services involved. Competing systems supported by enthusiastic 
industrial and service advocates tend to create confusion and 
uncertainty. Great promises, often somewhat nebulous but calculated 
to get support and contract awards, are held out by the advocates of all 
systems. 

The availability of more than one promising possibility frequently 
makes it necessary to pick and choose, often an extremely technical and 
difficult process. In the air defense area, we have a very definite prob- 
lem of this type in the competing concepts behind the BOMARC and 
the NIKE-HERCULES ground-to-air missiles. 

The BOMARC air defense missile system has been under develop- 
ment for many years. The first missile was test fired in 1952 and still 
hone are in oper: ational units. This missile is designed to intercept 
attacking aircraft at much greater distances from the tar get area than 
the NIKE-HERCULES missile. The greater range capability 
which is sought for the BOMARC has added complexity and addi- 
tional cost to the missile. However, because of the greater range 
planned for the BOMARC over the HERCULES missile, and there- 
fore the fewer number of missiles required to defend a given target 
area, it js not definitely known which system would be the more expen+ 
sive inthe longrun. ‘The Committee, in the light of all the uncertain-: 
ties, is unable to make such a cost determination at this time. 

The official position of the Department of Defense is that we need 
both the NIKE-HERCULES and the BOMARC missiles. This con- 
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clusion may be correct but the entire issue is clouded by the claims and 
counter claims of representatives of the individual services. Billions 
of taxpayers’ dollars are involved in this controversy. It is believed 
that a final decision in this area can only be made after a careful mili- 
tary analysis. Admittedly the issues involved are extremely complex 
and difficult to resolve. An immediate reexamination of the whole 
problem at the highest level is urgently required. The Committee re- 
quests that such action be taken. 

The Committee in a further effort to focus attention upon the 
necessity for an early decision on the air defense missile controvers 
has made a sharp reduction in funds requested for the BOMAR 
missile system. The budget request for the BOMARC missile for 
production, development, test and evaluation totaled $447,300,000, 
Of this amount, $84,600,000 is for test and evaluation. ‘The Commit- 
tee has reduced funds for production by $162,700,000. This is not 
claimed as a long-range saving. ‘The Committee would be willing to 
appropriate the full budget estimate and more if it had full confi- 
dence in the proposed BOMARC missile—if it had the assurance that 
the system would actually work. The contractor for this missile has 
already received over a period of years commitments in excess of 
$1,100,000,000. Before further commitments and expenditures pile 
up, a new hard look should be given to the proposed BOMARC and 
the whole air defense problem. 

The so-called Furnas Committee, at the request of the Department 
of Defense, has recently completed a study of the BOMARC. The 
Committee gave the BOMARC approval with certain important res- 
ervations. By the terms of its directive from the Department of De- 
fense, the Furnas Committee did not give full consideration to 
NIKE-HERCULES, fighter aircraft, and other important air defense 
factors in making the study. ‘The study as a result is inadequate and 
not conclusive with respect to the oeerail air defense picture. 

It should be observed that neither the NIKE-HERCULES nor 
the proposed BOMARC are capable of combatting the ICBM or 
even missiles of the HOUND DOG type launched at targets from 
distant aircraft. We are spending vast sums on air defense. It is 
time to reexamine what we are getting for our money. 


AIRBORNE ALERT 


The Committee gave consideration to the question of whether or not 
an airborne alert is required at this time or may be required at a later 
date. The Committee is pleased that the Air Force has undertaken 
exercises calculated to test and improve our airborne alert capabilities. 

We now have the ability to detect the approach of aircraft but we 
are not yet able to detect the approach of attacking intercontinental 
ballistic missiles. It is fair to assume that the U.S.S.R. will move for- 
ward as rapidly as possible with the development and deployment of 
the ICBM. During this period of expansion and improvement and 
prior to our development of a reliable ICBM detection system, we 
must make sure that necessary precautions are taken to maintain our 
deterrent power. 

The Committee feels that an airborne alert may be necessary as & 
means of protecting our Strategic Air Command forces and increas- 
ing our deterrent position. Such an operation would of course be 
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extremely costly in wear and tear on men and machines. The budget 
contains no funds specifically programmed for a continuous airborne 
alert. The Committee has provided no specific funds for such pur- 
oses but has taken steps to make an airborne alert immediately possi- 
le in the event the President feels it necessary. 
The Committee has provided language in Section 612 of the general 
rovisions of the bill giving the President authority to incur a de- 
etieey in Air Force funds at any time he feels it necessary to main- 
tain an airborne alert. 


ANTI-SUBMARINE WARFARE 


The growing Soviet submarine fleet is an unprecedented threat to 
our control of the seas. It can not be minimized. It must be con- 
tained if there is to be assurance that the sealines of communication 
are to be available, in the event of war, to the oceanic confederation 
which is the free world. Of even greater concern is the threat of 
surprise attack from missile firing submarines lying hidden off our 
coasts. The primary responsibility for containing this threat rests 
with the United States Navy. That it is a matter of deep concern 
to the Navy was made clear by Admiral Burke the Chief of Naval 
Operations when he stated to the Committee: 


The Russian Navy is second only to ours in size. Most of 
their ships have been built since World War II. Of greatest 
concern to the Navy is their submarine force numbering about 
450. The Russians are capable of building nuclear powered 
submarines. 


Progress has been made in the anti-submarine warfare capability 
of the Navy, but the submarine has progressed faster than anti- 
submarine capabilities. Admiral Burke described the situation as 
follows: 


We need to improve our capability to combat submarines. 
Since World War II, the submarine has progressed faster 
than the anti-submarine warfare capability to combat it. 


This last factor together with the number of Soviet submarines 
constitutes a shocking and dangerous situation. At the beginning 
of World War II Germany had about 48 submarines, and it will be 
recalled that during subsequent months the German U boats almost 
swept Allied shipping from the seas and threatened to become a deci- 
sive factor in the war. We are now told that relatively speaking we 
have lost ground since World War II in anti-submarine warfare. In 
effect, Admiral Burke warns that we are now confronted with a situa- 
tion which is a vastly greater potential threat than faced us in this 
area of warfare in World War II. An inability to meet and destroy 
this threat will, in the event of general war, expose not only the vital 
sealines of communications to the Soviet undersea fleet, but will make 
this country exceedingly vulnerable to missile firing submarines. 

The budget estimates submitted by the President contain certain 
funds. for anti-submarine warfare. The Committee does not feel, 
however, that these funds will provide for the progress needed to 
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increase our capability in this area. A major effort is required. It 
has, therefore, increased the estimates for anti-submarine warfare 
by $255,300,000 as shown in the following tabulation: 


Appropriation Funds 
Operation and Maintenance, Navy..-..-.-....--..-.-...-.-..--.. $4, 500, 000 
Aircraft and related procurement, Navy .----------------.-----. 39, 000, 000 
Shinemiigine 208 OCemvarnion, Nagy... dncniennecenar ener stbenion 97, 200, 000 
Procurement of Ordnance and Ammunition, Navy----------------- 69, 600, 000 
eee Ge Gees DOV GrUpEmOnG. INAV Y 22552 ee inks 45, 000, 000 

I i ti il sien is stittin tih tenia bimini needs) Gay a 


Details of the increases are discussed in this report under the various 
epnenenists yn headings. In summary, however, these funds provide 

‘additional and sorely needed effort in the research and development 
fold for essential ammunition and fire control equipment including 
missiles, mines and torpedoes; as well as for additional anti-submarine 
warfare aircraft and helicopters. Funds are also provided for the 
construction of a guided missile destroyer and an additional nuclear 
submarine with primary anti-submarine capability. 


CHANGE IN BupGer Format ANp APPROPRIATION STRUCTURE 


The 1960 defense budget is presented in a new format and with 
certain changes in appropriation structure designed to facilitate con- 
sideration of the budget on a more uniform basis. Under the new 
arrangement all Department of Defense appropriations are grouped 
under five main functional headings—MILITARY PERSONNEL; 
OPERATION AND MAINTENANCE; PROCUREMENT; RE- 
SEARCH, DEVELOPMENT, TEST AND EVALUATION; and 
MILITARY CONSTRUCTION. There is also a sixth area dealing 
with appropriation language applying to all items in the bill. The 
first four groupings and the general language provisions are incorpo- 
rated in the accompanying bill. Military Construction will be dealt 
with in separate legislation, as in past years. 

The new grouping emphasizes the functional rather than the or- 
ganizational aspects of the Department of Defense budget, while 
at the same time maintaining the separate appropriations for each 
of the organizational components of the Department of Defense. 

The changes made in the content of individual appropriations are 
designed to make them more uniform and consistent with the new 
functional arrangement. The more important changes are as 
follows: 

First, an improvement urged by the Committee for several years 
has finally been adopted—n: imely, to differentiate more clearly between 
Procurement on the one hand and Research, Development, Test and 
Evaluation on the other. For the most part the changes to accomplish 
this result represent decreases in the estimates for the Procurement 
type appropriations and corresponding increases in the estimates for 
the more comprehensive Research, Development, Test and Evaluation 
appropriations. To the extent that amounts associated with develop- 
ment, test and evaluation remain in the procurement appropriations 
they are to be identified as separate budget activities. 

Second, nine Navy operation and maintenance appropriations are 
consolidated into a single new appropriation. This change will place 
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the operation and maintenance appropriations of the Navy on the 
same basis—and give the Navy the same flexibility—that the Army 
and Air Force have had for the past several years. Operation and 
maintenance funds for the Marine Corps are, notwithstanding the 
budget request, being continued under a separate appropriation. 

Third, as a logical result of the functional approach, separate ap- 
propriations for the Reserve components, consistent with the new 
arrangements are provided. For example, the Air National Guard 
appropriation in past years contained a mixture of funds for (1) 
military personnel, (2) operation and maintenance, (3) procurement 
and (4) military construction. In the new structure three separate 
Air National Guard appropriations are established—military per- 
sonnel, operation and maintenance, and military construction. Pro- 
curement for the Air National Guard is merged with other Air Force 
procurement. 

Fourth, three procurement appropriations are established for the 
Air Force—“Aircraft Procurement,” “Missile Procurement”, and 
“Other Procurement”—in place of the existing two. The principal 
result achieved by this change is to bring together in one appropriation 
all the procurement funds related to a specific weapon system. For 
example, the new Missile Procurement appropriation will include all 
funds for the ATLAS—launchers and ground handling equipment, 
spares, etc., as well as the missiles themselves. 

Fifth, inasmuch as the Office of Public Affairs is an integral part 
of the Office of the Secretary of Defense, the Committee has approved 
the change proposed in the budget that the separate account for this 
office be discontinued and the activities previously financed thereunder 
be merged with the appropriation “Salaries and Expenses, Secretary 
of Defense.” This is beige done on a trial basis. The activities of 
this office will continue to be watched. Should there be any evidence 
of substantial expansion the Committee may again provide a separate 
appropriation. 

The language changes which are recommended in the bill for these 
appropriations are for the purpose of accommodating the changes in 
budget structure and providing greater uniformity. They are not 
intended to enlarge any of the authority of the existing language. 
Assistant Secretary McNeil, the Defense Comptroller, has assured 
the Committee : 


These changes do not give the Secretary of Defense any 
greater or lesser authority over the utilization of appropria- 
tions for military functions administered by the Department 
of Defense than he now has. 


It is important that it be well established what the intent of the 
Committee and the Congress is in regard to the changes approved 
for the 1960 Defense Appropriation Bill. The positive changes have 
been outlined above. To make doubly clear what the intent is, perhaps 
a listing of things the bill is not intended to do is also inorder. Reiter- 
ating again, what Assistant Secretary McNeil said: the bill does not 
give the Secretary of Defense any greater or lesser authority over the 
utilization of appropriations than he now has, except to the extent 
that where a few consolidations have been made, a little greater flexi- 
bility is provided within the structure of the new single appropriation 
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than previously existed under the several appropriations. This flexi- 
bility is minor in extent, however. The bill a not provide authority 
to transfer funds from one service to another for any purpose or from 
one appropriation to another for any purpose, except to a limited 
extent under authority provided in the emergency fund appropria- 
tion, dealing exclusively with technological breakthroughs in research 
activities—but this emergency fund authority is not new. 


CONGRESSIONAL BUDGETARY CONTROL 


The appropriation language in the new bill is not intended in any 
way whatsoever to decrease Congressional control over expenditure of 
funds appropriated to the Department of Defense. It is recognized 
that some system must be in existence whereby the Department can 
meet changing situations without coming back to Congress for a 
formal change in the appropriation act. Great flexibility has for some 
years been provided within the terms of the large appropriations for 
major functions of the respective services. In the past, the Committee 
has made various attempts to keep tabs on changes made within the 
programs as they were presented in support of the appropriation 
requests. These attempts have not proven entirely sotinfactors and 
further efforts must be made in this regard. 

In House Report 493, 84th Congress, the Committee discussed at 
some length the problems of, and necessity for, the reprogramming of 
funds as between budget activities or programs, The semi-annual 
summary reports, established as a result of the Committee directive 
in House Report 493, while helpful have not proven sufficiently 
timely. Furthermore, the then current practice of the Services of 
advising the Committee informally of major reprogrammings has 
subsequently become virtually inoperative. The Committee there- 
fore directs that the Office of the Secretary, Department of Defense 
report periodically, but in no case less than thirty days after approval, 
the approved reprogramming actions involving $1,000,009 or more in 
the case of Operation and Maintenance and Research, Development, 
Test and Evaluation, and involving $5,000,000 or more in the case of 
Procurement. Such reports should indicate the distribution of funds 
by budget activity or program prior to the reprogramming, the amount 
or amounts reprogrammed, and a clear concise statement of the rea- 
sons for the action taken. 


JOINT ACTIVITIES REPORT 


The Committee Report accompanying the Fiscal Year 1954 Bill 
directed attention to the number of Joint Activities sponsored or 
financed by two or more of the military departments. As a result in 
subsequent years, the Department of Defense prepared and submitted 
supplemental information which reflected detailed data on the pur- 
pose, organization, and financing of Joint Activities. This spotlight 
of attention has resulted in a clearer understanding of Joint Activi- 
ties, and has also assisted in the termination of several of them. While 
the Committee believes that the Department of Defense should con- 
tinue to review carefully such activities, it feels that sufficient attention 
has been focused on this subject to assure that the Office of the Secretary 
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of Defense will continue to make a critical review of these items. Ac- 
cordingly, the supplemental justifications pertaining to Joint Activi- 
ties need no longer be furnished the Committee. 


APPORTIONMENTS 


The Committee noted with satisfaction the improvement in the 
apportionment process achieved by the Defense Department and the 
Bureau of the Budget during the current fiscal year. Delays in ap- 
portionments have been a matter of concern to this Committee and 
the Congress for a number of years. Data provided by the Defense 
Department indicate that over 94 percent, or $46,870 sailtion of the 
fends planned for obligation or commitment in fiscal year 1959 were 
released within 30 days after the appropriations were made. This 
is a great improvement over the experience of previous years. 


UNOBLIGATED AND UNEXPENDED BALANCES 


In past years the committee has objected to the large carryovers of 
unobligated and unexpended balances. However, as the tables below 
show, the Defense Department has made excellent progress in recent 
years in reducing these unobligated and unexpended balances. 


Unobligated balances, fiscal years 1955-61 


[Thousands of dollars} 








Total un- Pertaining to | Pertaining to 

Fiscal year obligated appropriations | construction 
balance in the bill appropriations 
in separate bill 

At start of— 

I IE att arora coanonnekaneanaarannies 15, 707, 666 13, 574, 169 2, 133, 497 
ET nn ea ena cubano deasienaeanauing 12, 817, 781 11, 891, 785 925, 996 
(USS EE Kptentiowneastimadauins 12, 379, 981 11, 478, 197 901, 784 
Fiscal year 195 “7 Cp raddarnani enddanwdntethnuaaaecmenanmetts 10, 869, 364 10, 103, 168 766, 196 
I arin rendre es iailipiiieliian 7, 905, 411 6, 691, 176 1, 214, 235 
Fiscal year nD (e nN oer ni De eat 6, 689, 649 6, 057, 954 631, 695 
Fiscal year 1961 (estimated) _.....................--- 15, 317, 675 1 4, 711, 980 605, 695 





1 Excludes applicable portion of $1,003 million MAP orders anticipated to be issued from fiscal year 1960 
Military Assistance appropriations. 


Unexpended balances, fiscal years 1955-61 
[Thousands of dollars] 
Total cash 


Fiscal year unexpended 
balance 


Pertaining to Pertaining to 
appropriations | construction 
in the bill! appropriations 
in separate bill 









At start of— 


NE SOI nan crncnphavinrsarmngrttieainies 55, 087, 459 51, 501, 146 3, 586, 313 
RE roe ere ee | 4, 361, 534 | 42, 582. 602 2.778, 932 
ase aS ern hota nian 38, 490, 263 | 35, 713, 328 2, 776, 935 
NE MRE Gres xccapitconpeneoassdciaducnunyaran 34, 660, 274 31, 880, 074 2, 780, 200 
id nici nkdunaekien | 32, 084, 734 29, 041, 578 3, 043, 156 
Fiscal year 1960 (estimated)-................-------- 32, 040, 221 29, 631, 330 2, 408, 891 
Fiscal year 1961 (estimated) ...........--..-.---..--- 31, 941, 567 29, 668, 362 2, 273, 205 


ee 


Includes balances of Department of Defense revolving and management funds. 
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The Committee believes that the unobligated and unexpended bal- 
ances are now at about the lowest practical level consistent with a 
defense program of the current size. In fact, Assistant Secretary 
MeNeil expressed concern that these balances may be getting “a little 
below a good working margin.” This, the Secretary indicated, could 
lead to partial funding—undertaking more program than the funds 
available can fully finance—a practice which this Committee has 
sought to hold to a minimum since it weakens Congressional control 
over defense expenditures, 


Forces To Be Supporrep 


Funds are provided in the bill to support military forces duri 
fiscal year 1960 of about the same size and composition as that oleae 
for the end of the current fiscal year. The only changes proposed by 
the Committee are in the average strengths of the Army National 
Guard and Reserves. These forces are continued at an avera 
strength of 400,000 and 300,000 respectively as noted elsewhere in 
the report. 
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Department of Defense—Summary of major forces (fiscal years 1958-60) 























































































Planned 
Actual, 
June 30, 
1958 June 30, June 30, 
1959 1960 
Department of the Army: 

Peiriions pnetnd dion ~  bebinindptipciouisssdétesnasébibatennbewddeddd 15 14 14 
TC? 11. «<< b<tineambenbaconiaabensimeiinhdnesepiaminiatadiediatad 5 5 5 
Armored Combat Commands. - -....................-.......... 1 1 1 
I a a 2 2 2 
ae TIME Y I... ccoswaccensanGaems mbaieeduaeeaee 6 8 8 
Field Artillery Missile Groups (Heavy) ..............-..-.-...-. 2 3 3 
me. Army Deissilo Commemess «x. iccicccciaciessssbe distil c 4 4 4 
Air Defense Anti-Aircraft Battalions...........................- (87) (82)| (834) 

I i I OREO NOUN i aicnercetrtsitrtepnnettigneabiiinneiblinall 65 7 73% 
a a sts chai nclinin g i tilllieeaiecceasiandid aii sal 22 7 

Active Duty Military Personnel __- Pi widuaek be ddanal 898, 192 870, 000 

Reserve Component Personnel (Drill pay. Status) Lciaepqesblesiesailidbes 667,012 790, O0£ 
Army National Guard 394, 329 4€9, 000 400, 000 
Army Reserve _ 272, 683 3 K 300, 7 00 0 

ry GEUINNEE EPUNINROE'T .. 0 5. an enti eicemmeninteeeisimeuaiiininns 5, 0a7 5, 239° 5, 363 
i100 - |) sthepasendeilldteccendunsiinaaad 2, 193 2, 467 2, 558 
SNE APE -50Gctaoscccobbnneeseceneusadatiedddassetiiesmes 2, 834 2, 822 2, 805 

Department of the Navy: 

ST tcdoant henna spepamagesdedttiimmmiguatdcddiaaminase 891 R64 854 
DO a iaddigdinceigccabapaagpinsesbenmnabeninbnsieihias 396 387 389 
RE GEN inns tidiceencecessubancscdacmiacionnnqeuaenenaed 495 477 475 

——— —-—| —= —S= 

Gt EIU ii caddedchdpctcnscendnbdpnbumadededdbunes 17 16 16 
Carrier Antisubmarine Squadrons 22 22 22 
Pesan ans Warning Squadrons. .......ccnresccccccccdncckccesoce 39 42 42 
Marine Divisions. éndnntianstmadinniphaapeditindtoel 3 3 
aE eet ON ee 3 3 
Active Duty Military Personnel...................-............ 830, 500 805,000 | 805, 000 

SN aG.n o> Guduntlns -d6bibhdpedccoetsunapoeiesbtkeenstaaseeeel 641, 005° 630,000 | 630, 000 
I cl sella ee Naat a 189, 495 175,000 | 175, h 08 

Reserve Components Personnel (Drill pay Status) -............. 72, 367 
a od So acianiausenniadtieasiabiabiaintninaahidieiieadial 129, 632 135, 000 135, 000 
EGS Cou PROD Osis cntecettmedtiitiintintitalinincimabasitbded 42, 735 41, 933 42, 811 

————SS ee = ——=s 

meets Airoralt TnVentOry.....cccsdnccntiocesscactanscenseaalad 10, 533 9, 527 9, 117 
og PC ee ee ee ee a: 8, 424 7, 595 7, 200 
ee a Sa 2, 109 1, 932 1,917 

eS es | 

Jet Aircraft as Percent of Aircraft Inventory..-................. (42%) (44%) (45%) 

Department of the Air Force: 

USAF Combat Wings (including Missile Wings).-.............. 117 105 102 
SI ipicloss tenscenencia bch oeisdieniaeincridceicima bie adedaiaansmealeinate 44 43 43 
Air Defense. 28 27 25 
Tactical (including Airlift) .. 45 | 35 34 

USAF Combat Support Forces: 

a. ae ncnennieamematianaeipaniguian 48 56 62 
MATS Squadrons. ------- 27 27 24 
Other Specialized Squadrons 62 59 59 

Active Duty Military Personnel._........--- iniedibdiiaie ‘ 871, 156 850, 000 845, 000 
rve Components Personnel (Drill pay Status) eaicaiaainiaas so 118, 282 126, 425 135, 060 
og OL ted RR As eB EE OB 69, 995 73, 000 74, 500 
Ee RGN CORGNNGss 5. ccdniind tick nn scmetibastbanddbenbhamens 48, 287 53, 425 60, 560 

—_—_——_ $$ ————— 

Te SAREE DUNT ONIDUIIN oo os cisten gis cp twinge acne 22, 578 20, 358 19, 982 
SN” <..ccccdbaccgesusuadsieaneescosbibenatalete 18, 949 18, 850 18, 499 
POPC BIEN. in cthiiressincateediientubuiibniibeiieas 3, 629 1, 508 1, 483 

= ————S==— —=sB 

Jet Aircraft as Percent of Aircraft Inventory.........-........-- (62%) (65%) (65%) 


rr 











24 DEPARTMENT OF DEFENSE APPROPRIATIONS, 1960 


DEPARTMENT OF THE ARMY 


The budget estimates for the Army total $8,985,000,000 in new ap. 
propriations with an additional amount of $200,000,000 proposed for 
transfer from the revolving funds to the appropriation item for Mili- 
tary Personnel. The Committee recommends appropriations totaling 
$9,206,905,000 and transfer authority of $281,000,000. The recom- 
mended appropriations represent a net increase of $221,905,000 in the 
total request and are $155,203,800 above appropriations for 1959. The 
action taken by the Committee is summarized in the following table: 


Appropriation summary comparison 
{Millions of dollars] 

















Recom- Bill compared with— 
Appro- Appro- Budget mee Ban es et 
Appropriation title priated priated estimate in bill 
1958 1959 1960 1960 1958 1959 Estimate 
1960 
Military personnel, 
lithe iiammaiennniy 1 $3, 1290.3 | ! $3, 176.0 | ' $3, 314.1 | ' $3, 233.1 +$103. 8 +$57.1 —$81,0 
Reserve personne], Army. 2198.0 222.8 202.0 231.7 +-33.7 +-8.9 +29,7 
Army National Guard. -. 334.8 a ee al i all —334.8 S08. 1 bisdccceait 
National Guard person- 
hilo dllnc came cdiainiennnaden 192. 0 235.0 +235. 0 +235. 0 +43.0 
Operation and mainte- 
nance, Army........... 3, 236.3 3,117.2 3, 053. 8 3, 065. 4 —170.9 —51.8 +116 
Operation and mainte- 
doin AE oar eedinmimen 146.0 157.0 +157.0 +157.0 +110 
National Board Promo- 
tion of Rifle Practice-.. 3 3 3 sD lnteticenennd lesmanensinn| aque 
Operation and mainte- | 
REED, Bice ccnncens 5.6 5.7 5.7 5.7 a, 1. locacnaieccutnanenn 
Procurement of equip- 
ment and missiles, 
I oct. A on aslitiiabiinaes 1, 669. 3 1,024.7 1, 232.3 | +1, 232.3 — 437.0 +207.6 
Research, development, 
Oaet OA OURMIRGIOR. .... «sl attindddecnc)ccccccccuce 1, 046. 5 1,046.5 | +1,046.5 |+1, 046.5 |........... 
Research and develop- 
ST cnsnteses htthanisinidinsinnabidll 405, 0 NOTE Miciasateakickialnanumaiannnea — 405.0 = §07.3 |..cccassn 
Sell ccisiatianeaseial 7, 309.3 9, 051.7 8, 985. 0 9, 206.9 | +1, 897.6 +155. 2 +221.9 








1 In addition, transfers from revolving funds as follows: 1958—$400 million; 1959—$375 million; estimated 
1960—$200 million; recommended 1960—$281 million. 
2 In addition, $10,000,000 by reappropriation. 


Note.— Does not add due to rounding. 





The Army will have approximately $11 billion available for obli- 
gation and $13.8 billion available for expenditure under the program 
recommended by the Committee. These figures are shown in the fol- 
lowing tables: 


Total Department of the Army funds available for obligation 
(excluding construction) 


{In millions of dollars} 


| Unobligated balance 








Prior year | New ap- | Net reim- Total Obliga- at end of year 
unobili- propria- burse- available | tionsin. |. 
gated tion avail- ments for curred 
balance able for | transfers. obliga- during | Returned | Available 
brought | obligation ete tion year to for subse- 
forward Treasury quent 
| years 
1958 actual. _............| $1, 692.9 | | $7, 309.9 $2, 173.7 | $11, 206.6 | $10, 660.6 —$5.7 $539. 9 
1959 estimated.........-- 539.9 19, O61.7 1, 676.3 11, 267.9 10, 701.9 —37.1 528.9 
1960 budget__........... 528.9 | 8, 985. 0 1, 142.9 10, 656. 8 DG Entdncnwaces 198.9 
1960 Committee bill_...- £28. 9 9,206.9] 1,223.9] 10,959.7 (3) ® | @ 








1 Includes $10,000,000 reappropriated in Reserve Personnel, Army. 

? Includes 58.8 million supplemental appropriation. 

*No attempt has been made to estimate the exact effect of Committee action on obligations incurred or 
anobligated balances. 
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Total Department of the Army funds available for expenditure (excluding 
construction) 


{In miilions of dollars] 





Unexpended balances 

















Prior year New Expendi- at eud of year 
unex- appro- Total tures 
penced priations | Transfers,| available | incurred 
valance | available etc. for ex- during Returned | Available 
brought for ex- penditure year to for subse- 
forward | penditure Treasury quent 
years 
Fiscal year 1958 actual__| $5,728.6 | $7, 339.9 —$31.5 | $13,036.9 | $8, 665.1 —$40.3 $4, 331. 5 
Fiscal year 1959 esti- - 
Sn Calsenreneapes 4, 331.5 9, 054. 8 +61.7 | 13, 448.0 8, 778.8 —20.0 4, 649.2 
Fiscal year 1960 esti- 
at tiewe sn deannds 4, 649. 2 8, 985. 0 —.5| 13, 133.7 Ce Lsinccacncas 4, 673.7 
1960 Committee bill_...- 4, 649. 2 9, 206. 9 —.5 | 13,855.6 () () @) 





1 No attempt has been made to estimate the exact effect of Committee action on expenditures incurred 
or unexpended balances. 


Broadly speaking the appropriations recommended by the Com- 
mittee will provide the following operating forces and equipment 
programs: 

Manpower.—Year-end military force levels for 1960 remain the 
same as those for 1959. These Sages were programmed to support 
14 divisions and 23 other major units, including 8 battle groups, 4 mis- 
sile commands, and 3 heavy field artillery missile groups. No signifi- 
cant changes are expected in specialized units except for the con- 
tinued shift from conventional anti-aircraft artillery to air defense 
missiles. With reference to the divisional strength of the Army, the 
Committee feels that it would be highly desirable to support the full 15 
divisions within the programmed force levels. It appears that much 
can still be done to improve utilization of manpower and the Commit- 
tee hopes that, through greater efficiency and more realistic planning, 
this goal can be achieved. 

Civilian manpower was programmed at 525,082 as compared with 
530,083 for 1959 and 558,004 for 1958. Committee action brings the 
1960 level down slightly in line with recent average force reductions. 

Backing up the regular Army forces will be the organized units 
of the Army National Guard and Army Reserves. The Committee 
is recommending appropriations which would maintain the Army 
Reserve at an average strength of 300,000 and the Army National 
Guard at an average of 400,000. It is expected that, in both cases, 
the recommended levels will be attained by the end of fiscal year 1959. 

Equipment and aircraft—The Committee has recommended an 
increase of $200 million in Procurement of Equipment and Missiles 
in order to provide for advance procurement of components for the 
NIKE-ZEUS anti-missile weapon and equipment modernization. 
The inventory of active aircraft increases from 5,289 in 1959 to 
5,363 in 1960. Funds are provided in 1960 for procurement of 2 air- 
craft which are new to the Army program. The Mohawk, a medium 
observation plane, was initially procured in 1959 and is being con- 
tinued. in 1960. The Caribou, a twin-engined, three-ton transport, 
will go into initial production in 1960. This is the first important 
Army effort at providing its own cargo lift for close troop support 
in forward areas. 
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DEPARTMENT OF THE NAVY 


The President’s budget included $11,107,775,000 in new appropria- 
tions for the Navy and transfer authority, from various revolvin 
funds to appropriation items, in the amount of $90,000,000. The 
Committee recommends appropriations of $11,025,103,000 and the 
requested transfer authority of $90,000,000—a reduction of $82,672,000 
in the appropriation request. The recommended total is $455,207,400 
below the amount appropriated for fiscal year 1959. Appropriation 
comparisons and funds available to the Navy for obligation and ex- 
penditure are shown in the following tables: 


Excludes special fund accounts and military 
construction supplemental, fiscal years 1958, 1959, and 1960 


{In millions of dollars} 











Bill compared with— 
Appropri-|Appropri-| Budget | Recom- |__ 





Item ation, ation, jestimates,) mended | 
1958 1959 1960 in bill, Esti- 
1960 1958 1959 | mates, 


1960 








MILITARY PERSONNEL | | 
| 


Military personnel, Navy !......---| $2, 302.3 | $2, 420.6 | $2, 476.7 | $2, 476.7 |+$174.4 | +$56.1 |... 
Military personnel, Marine ‘Corps 2 630. 0 635. 7 506. 9 596. 9 —33. 1 =—38.8 |. cccece 
Reserve personnel, Navy- ' 86.0 90.1 88.0 88.0 2.0 oS FE fae 
Reserve personnel, Marine Corps... 23.3 23.8 24.3 24.3 +1.0 +0. 5 |........ 


OPERATION AND MAINTENANCE 
Operation and maintenance, Navy.| * 2, 563.3 | * 2,575.5 | 2,803.2 | 2,599.3 +36. 0 +23.8 | —$203.9 
Operation and maintenance, Ma- | } 











SE AUS So So din ak Lidsidnn ids 178. 4 TRE hictciceei 171.4 7.0 —18 +171.4 
PROCUREMENT | 
Aircraft and related procurement, 
Navy-. 1,837.0 | 2,033.8] 1,950.3] 1,960.4 | +1324] —64.4] +191 
Shipbuilding and conversion, Navy.| 1,880.0 | 2,069.4 1, 498. 2 1,322.0 | —558.0 | —747.4 | —176.2 
Procurement of ordnance and am- | 
munition, Navy. -. ce dake 207.8 602. 5 564. 1 627.4 | +419.6 | +248] +63.3 
Procurement, Marine Corps--...--.|..-.------ 25.0 135. 2 133.9 | +133.9 | +108.9 —1.4 
RESEARCH, DEVELOPMENT, TEST 
AND EVALUATION 
Research, development, test and 
evaluation, Navy....-....--.-.- SS ae 970.9 1,015.9 |+1,015.9 |+1,015.9 +45.0 
Research and development._....... 527.2 Uae. G fod, cosecé foci se nbiue —527.2 —800. O lou wacks 











Total, Department of the | | | | 
|} 10, 235.3 | 11, 480.3 11, 107.8 | 11,025.1 | +789.8 | —455.2 | —82.7 
| | 


1 In addition, transfers of unobligated balances comprised of $100 million from Navy Stock Fund, $20 
million from Marine Corps Stock Fund and $70 million from Navy Industrial Fund; $120 million from 
Navy Stock Fund and $15 million from Navy Industrial Fund in 1958 and 1959, respectively; and $75 million 
from Navy Stock Fund estimated and recommended in 1960. 

2 In addition transfers of unobligated balances comprised of $25 million in 1959 and $15 million estimated 
and recommended in 1960 from Marine Corps Stock Fund. 

3 In 1958 and 1959 operation and maintenance appropriations were made under the nine appropriation 


titles as follows: 
(Thousands of dollars] 





Appropriation title Fiscal year Fiscal year 








1958 1959 
Rate Ge Fee FIG Pn cdhdaeamdodubinsndduimeccbedanddchscedécccdcs 857, 745 856, 181 
Cpt ee Se DIR... cenatunhiiidbdwammdngninenennmsanseyguateceues 135, 399 129, 118 
Sn I a eee ndidentedenpoeunipeouesnameron 85, 200 97, 698 
DERG DN TIDREN WHEL, 3 ..cnchitiahbtkinbbbodbbbhdahuctémpbabedechnewe 825 1, 683 
ee eee ee ee 87, 946 7, 941 
Ordnance and Facilities, N: ave Ld Dd didtebbibondgitheuassacactidadiuasce 165, 172 153, 049 
Service-W ide Operations, N Pincn.démeebbaeebaaiaccimmmawneokaupeebton | 109, 222 124, 404 
Service-Wide Supply and Finance, BE cen tahciepchdnabatatiydotutictobinns 300, 000 325, 13% 
CERES TIE, BOGE « di ibn dh ovis ddectniecbbbotidisdcc’ttceriscsocsinm 821, 784 799, 408 








* Appropriated under title “Marine Corps Troops and Facilities,” 1958 and 1959; estimate of $172 2,000,000 
included in “Operation and Maintenance, Navy,” for 1960; recommended as separate appropr iation, 1960, 


as shown. 
NorTe.—All amounts are rounded and may not add to totals. 


| 
| 


ean 


—_ 


aH =! 


n 


DEPARTMENT OF DEFENSE APPROPRIATIONS, 1960 27 


Department of the Navy obligations and amounts available for obligation--Un- 
expired general and special fund accounts excluding military construction, 
fiscal years 1958, 1959, and 1960 


{In millions of dollars] 


bt ey eee eee 


Unobligated balance 


Prior year | New ap- Reim- Obliga- at end of year 
unobli- propria- burse- Total tions 
Fiscal year gated tion ments, | available | incurred 

balance | available | transfers, for during Returned | Available 

brought | for and | obligation year to for sub- 

forward | obligation | recoveries | treasury | sequent 

| years 

ace BS ceed Fs cichasite Meadbibacbte iA 
ones astual............. $3, 335.1 | $10, 257.4 +$726.8 | $14, 319.3 | $11, 491.6 1—$33. 5 $2, 801.1 
1959 estimated. __.------ 2, 801.1 11, 489. 1 +862. 0 15, 152. 3 12, 608, 2 —28.4 2, 515.7 
15) baaret. . . -..---...- 2, 515.7 11, 116.8 +479.9 14, 112.3 WD, TONS fn cdus 1, 982. 0 
1960 Committee bill_---- 2, 515. 7 11, 025. 1 +479.9 SATE 1. - sheet ssh qnie aceaieeasgiey 








1 Does not reflect credit unobligated balance of $6.9 million for “Medical Care, Navy.” 


Norte.—All amounts are rounded and may not add to totals. 
Includes supplemental amounts presented in House Documents 58 and 90. 


Department of the Navy expenditures and amounts available for expenditure— 
Unexpired and expired general, special and revolving fund accounts excluding 
military construction, fiscal years 1958, 1959, and 1960 


{In millions of dollars] 








Unexpended cash bal- 
Prior year ance at end of year 
unex- New ap- Total Net ex- 
pended propria- available |penditures} 
Fiseal year cash tion avail- | Transfers for ex- incurred Unobli- 
balance able for pendi- during | gated bal-| Available 
brought | expendi- tures year ance with-| for sub- 
forward tures drawn or | sequent 
restored, years 
net 
| 
es actual: ......csconci $11, 209.4 | $10, 257.4 —$19.1 | $21, 447.7 | $10, 517.8 —$43.4 | $10, 886.4 
1959 estimated __.......- 10, 886. 4 11, 489. 1 —1.5 | 22,374.2] 11,1189 —40.8 11, 214.4 
1960 budget woussst Taganesd 11, 116.8 —.1 22, 331. 2 11, 295.0 —3.5 11, 032.7 
1960 Committee bill.....| 11, 214.4 11, 025. 1 —.1 ie SEE Eeindnandent hindestnasanitaae niieeiad 











Nore.—All amounts are rounded and may not add to totals. 
Includes supplemental amounts presented in House Documents 58 and 90. 


In broad outline, the bill approved by the Committee provides for 
the following for the Department of the Navy: 

1. Actwe Fleet.—Cperation of an active fleet with a planned force 
level for fiscal year 1960 of 864 active ships. This is the same as the 
end fiscal year 1959 strength. Of the 864 active ships, 389 will be 
warships. This includes 13 new ships to be added from new construc- 
tion and 5 by conversion. The major additions from new construction 
consist of one attack carrier, three destroyers of which two will have 
guided missile capability, two destroyer escorts and four submarines 
of which three will be nuclear-powered including the first POLARIS 
submarine. Conversions include one attack carrier and three guided 
missile cruisers. It is expected that there will be a distinct increase 
in the combat effectiveness of the fleet, as the modern vessels from new 
construction and conversion replace older ones. By June 30, 1960, 5 
Forrestal-class attack carriers will have replaced /'ssex-class carriers, 
In addition 8 cruisers will have been converted to guided missile arma- 
ment and 5 guided missile destroyers and frigates will be in commis- 
sion. 


59013°—59 H. Rept., 86-1, vol. 3——26 
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2. Shipbuilding.—The shipbuilding program approved in the ae- 
companying bill provides for the new construction of nineteen shi 
consisting of three guided missile frigates, four guided missile = 
stroyers, four nuclear-propelled submarines, one POLARIS sub- 
marine tender, two amphibious warfare ships, three patrol and two 
auxiliary ships. The conversion program of the 1960 shipbuilding 
program includes thirteen conversions consisting of one guided missile 
cruiser, eight destroyer modernizations, one mine sweeper and three 
auxiliary ships. 

3. Operating aircraft—Naval aviation will have available 9,117 
aircraft at the end of fiscal year 1960 of which approximately 7,200 
will be in daily operating status with the remainder assigned to 
logistical support. During 1960 additional modern aircraft will enter 
the Navy inventory. This will result in a greater percentage of 
modernity and in greater combat effectiveness. Additional Navy 
and Marine air squadrons will have guided missile capabilities. 

4. Aircraft procurement.—Fiscal year 1960 funds provide for the 
procurement of approximately 700 aircraft. Emphasis in this pro- 
gram is still on bringing into the inventory improved models of air- 
craft as quickly as practicable. The program aiso includes three air- 
craft models in the early stage of development. Deliveries during 
fiscal year 1960 from prior years’ procurement will be approximately 
1,000 aircraft. 

5. Marine Corps.—The Marine Corps will continue to be maintained 
as a balanced force in readiness consisting of three combat divisions 
and three air wings with necessary reinforcing combat and logis- 
tic forces. The budget calls for maintaining the strength of the Ma- 
rine Corps at a constant 175,000 military personnel in fiscal year 1960. 

6. Vaval personnel.—The 1960 program provides for an end strength 
of 630,000 personnel for fiscal year 1960. This will provide the same 
manning level aboard ships as prevails in fiscal year 1959. The mili- 
tary strength of both the Navy and the Marine Corps will be main- 
tained through voluntary enlistments. 

7. Reserve personnel.—The drill pay strength of the Navy reserve 
will remain at 135,000 but Marine Corps drill pay strength will in- 
crease slightly from 41,933 at the beginning of fiscal year 1960 to 
42,811 at the end of the year as a result of the continued input from the 
six months’ training program. 


DEPARTMENT OF THE AIR FORCE 


The budget estimates for the Air Force total $17,767,200,000 in new 
appropriations, plus authority for an additional $50,000,000 to be 
transferred from the Air Force Stock Fund to the appropriation ac- 
count for Military Personnel. The recommendations of the Committee 
total $17,228,506,000 in new appropriations, and the $50,000,000 in 
transfer authority, for a total of $17,278,506,000. The amounts recom- 
mended represent a net decrease of $538,694,000 in the request for new 
appropriations, and are $753,770,800 below the appropriations for 1959 
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put are $891,600,000 above appropriations for 1958. The action taken 
by the Committee is summarized in the following table, by appropria- 
tion. The table also includes comparisons with 1958 and 1959. 


Appropriation summary comparison 
{Millions of dollars] 





Bill compared with— 


Appro- | Appro- | Budget | Recom- 














Appropriation title priation, | priation, | estimate | mended 
1958 1959 1960 in bill 
1960 
Military personnel_.............. $3, 810.8 | $3, 941.8 |'$3, 914.0 |'$3, 912.0 | +$101.2 | —$29.8| —$2.0 
Reserve personnel................ 55.0 53.7 54.0 54.0 —1.0 POS légusccee 
Air National Guard.............. 263. 0 SM Bdvnaucitudiiiiiteasdies —263. 0 “Rl, 9: licensee 
National Guard personnel, Air 
ce chdbddndccpbhenqauncnd sesensnashheibaoseuee 48.0 48.0 +48. 0 PEG Ledcaccee 
Operation and maintenance--_--- 4,099.6 | 4,119.5 |) 4,256.8] 4,167.5 +67.9 +48.0} —89.3 
Operation and maintenance, Air 
SD INNES eclaitctn dnininecichnsls | 4b endaainlie secdeeahililiiniaate 169. 0 169.0 | -+-169.0 | -+169.0 |........ 
SES SUOGUIOIMNON Gono cccccen lodocccecst}eusedneede 4,409.1 | 4,165.7 |+4, 165.7 |+4, 165.7 | —243,4 
i DSOCUPSINENS... .ncccccccesucssedusstlannceceels 2,601.2 | 2,448.3 |+2, 448.3 |+2, 448.3 | —152.9 
EROUETOMOR SG... 0.25 caddies jiccccessanfenbensnnen 1,165.2 | 1,104.1 |+4-1, 104.1 |4+1,104.1 |] —61.1 
Aircraft, missiles, and related 
procurement. ............... ooh  BOBRO 1 QO O icctvesdskchasonsses —5, 886.0 |—6, 643. 5 |-....... 
Procurement other than aircraft 
ES eae ROBE. Bi DSR G inc cctd cst bicetonis —1, 531. 5 |—2, 220.0 |........ 
Research, development, test, and 
cae thiieamhigaminniaaes miamisieushacaingeatierten 1,149.9} 1,159.9 |+1, 159.9 |4+1,159.9] +10.0 
Research and development_....-- 691.0 Fees Bhan cobibaidanitenbikantaillinl —691.0 —751.8 |........ 
ES  eneke sidecniadqne swe 16, 336.9 | 17, 982.3 | 17, 767.2 | 17,228.5 | +891.6 | —753.8 | —538.7 








1In addition, transfer of $50 million from Air Force Stock Fund. 


The Air Force will have over $20.8 billion available for obligation 
during 1960, and will have approximately $30.9 billion available for 
expenditure, as shown in the following summary tabulations: 


Total Department of the Air Force—Funds available for (net) expenditure 
(excluding construction )* 


[Millions of dollars} 








New ap- Unexpended balance 
Prior year| propria- | Netreim-| Total Expendi- at end of year 

unex- tions burse- available tures 

paced available ments for ex- incurred 

valance for ex- trans- pendi- during | Returned } Available 

brought pendi- ferred, tures year to for sub- 

forward tures ete. Treasury | sequent 

years 

Fiscal year 1958 actual__| $14,879.9 | $16, 345.2 —$34.1 | $31, 190.9 | $17, 507. 4 —$95.7 | $14,478.1 
Fiscal year 1959 esti- 

SS od dite cncaane’ 13, 587.8 | 17,982.3 —63.8 | 31,5063] 17, 793.3 —37.7 13, 675. 2 
Fiscal year 1960 budget..| 13, 675.2 17, 767.2 —9. 4 31, 433.0 Tk, GO Beccigncindnetie 13, 816. 2 
Fiscal year 1960 Com- 

Nn edd 13, 675.2 | 17, 228.5 —9.4 | 30,5943 (2) () @® 





1 Amounts for fiscal year 1958 and fiscal year 1959 exclude Military Construction appropriation, only. 
Fiscal year 1960 excludes Military Construction, Reserve Construction, and Air National Guard construc- 
tion appropriations. Reserve Construction and Air National Guard Construction were components of other 
Air Force appropriations during fiscal year 1958 and fiscal year 1959. 

1 No attempt has been made to estimate the exact effect of Committee action on expenditures incurred 
or unexpended balances. 


Nore.—Amounts may not add to totals due to rounding. 
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Total Department of the Air Force—Funds available for obligation (excluding 








construction)* 
[Millions of dollars} 
Unobligated balanog 
Prior year} New Net Obliga- at end of year 
unobli- appro- jreimburse-| Total tions 
gated priations ments available | incurred i 
balance | available trans- for obli- during | Returned | Available 
brought | for obli- ferred, gations year to for sub- 
forward gation etc. Treasury | sequent 
years 
| 
Fiscal year 1958 actual...| $5, 064.9 | $16, 345.2 $686.8 | $22,096.9 | $18, 798.0 —$22.1 | *$3, 276.9 
Fiscal year 1959 esti- 

EE eS 5-~ 540k as 3, 276.9 17, 982.3 1, 063. 6 22, 322. 8 19, 448. 3 —3.7 2, 870.8 
Fiscal year 1960 budget. 2, 870. 8 17, 767. 2 2656.5 21, 294. 4 5B, SBB.B 4 wadanndusd 2, 454.7 
Fiseal year 1960 Com- 

a ee ae 2,870.8 | 17, 228.5 2656.5 | 20, 755.7 (4) (4) (4) 





1 Amounts for fiscal year 1958 and fiscal year 1959 exclude Military Construction appropriation only, 
Fiscal year 1960 excludes Military Construction, Reserve Construction, and Air National Guard Construo. 
tion appropriations. Reserve Construction and Air National Guard Construction were components of 
other Air Force appropriations during fiscal year 1958 and fiscal year 1959. 

2 Includes $50.0 million proposed transfer of unobligated balances from AF Stock Fund to AF Military Pep 
sonnel appropriation. 

3 Includes unfilled orders (other than MAP/CIO) of $6.7 million which will become reimbursable to the 
Operation and Maintenance appropriation during fiscal year 1959. 

*No attempt has been made to estimate the exact effect of committee action on obligations incurred or 
unobligated balances. 


NotTe.—Amounts may not add to totals due to rounding. 


In broad terms, the bill as recommended by the Committee will 
provide for the following operating forces: 

1. Operating aircraft and missiles —The Air Force program as 
provided for in the bill will include a major force structure of 102 
wings of manned aircraft and missile equivalents as compared with 
105 wings at the end of 1959. The 3 wing reduction consists of 2 air 
defense fighter wings and 1 tactical wing. This is the same force 
level as provided in the budget estimates. The active aircraft in- 
ventory at the end of fiscal year 1960 is expected to be 19,982, of 
which 18,500 will be the operating average. 

2. Manpower.—Military personnel is expected to decline slightly in 
fiscal year 1960, from an end of year total of 850,000 on June 30, 1959 
to 845,000 on June 30, 1960. Direct hire of civilian personnel, and 
contract hire of civilians (foreign nationals) will be reduced some- 
what below the budget level as a result of the actions of the Com- 
mittee. The estimates had presumed virtually no change from the 
1959 planned end strength of 366,951. 

Military personnel of the Air Nationa! Guard is expected to in- 
crease from a 1959 end strength of 73,000 to a total of 74,500 at June 
30, 1960. Similarly, the Air Force Reserve, in drill pay status, is 
planned to increase from 53,425 to 60,560. Civilian employment 
within the Air National Guard is expected to average 13,230 in 1960 
as compared with 12,939 in 1958 nt the present estimate of 13,370 
in the current fiscal year. 

3. Procurement.—The procurement program for 1960 included a 
total of 703 aircraft. Action by the Committee discussed under 
Title ITI following, will result in this figure being revised downward 
by approximately 60 aircraft. Also included in the procurement 
program were funds for such missiles as ATLAS, TITAN, MIN- 
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UTEMAN, THOR, BOMARC, MACE, HOUND DOG, etc. As 


explained in detail elsewhere in this report, the Committee has taken 
action which will result in increasing the ATLAS program by 8 
squadrons, speeding up the MINUTEMAN oe reducing the 
BOMARC procurement, and eliminating the MACE program. Un- 
der the heading of “Other Procurement”, a modest reduction leaves 
adequate provision for a multitude of organization and base support 
equipment, and such things as ground control systems for early warn- 
ing networks and aircraft control. 

4. Research.—The level of effort in the research and development 
field, designed to attain and maintain a technical standard which will 
result in superior air operations, will be continued at an intensified 

ace with the amounts recommended by the Committee. A small 
increase has been provided to accelerate the testing program related 
tothe MINUTEMAN missile. 
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DEPARTMENT OF DEFENSE 


The budget estimates for the various activities administered by 
the Office, Secretary of Defense, total $1,388,225,000. The Committee 
recommends $1,387,825,000, which is $400,000 below the budget re- 
quest. The amount recommended by the Committee is $13,906,300 
above 1959 appropriations, and $680,100,000 above appropriations for 
1958, due primarily to increases in the Emergency Fund and Retired 
Pay and the establishment in 1959 of the Advanced Research Projects 
Agency. The actions of the Committee, which are explained in detail 
in the various appropriation items, are summarized in the following 
table: 


Appropriation summary comparison 


{Millions of dollars] 




















| Bill compared with— 
Appro- Appro- Budget | Recom- |" 
priation, | priation, | _ esti- mended | Ct. 2.e. 1 
1958 1959 mate, | in bill | | Esti 
1960 | 1960 1958 | 1959 mate 
| | 1960 
} i | 
Retired pay, Department of | 
Defense... gee 64.0} 640.0 715.0 715.0 | +151.0 Sse Se 
Salaries and expenses, Secre- 
tary of Defense !.___- al 16.3 | 17.0 20.5 20. 5 $69) ARO. 
Claims, Department of Defense | 12.0 16. 5 16. 5 16.5 +4.5 Ch aSibacdeas 
Contingencies, Department of | 
NS a wan =r 30. 0 30.0 30.0 CA Bicdeetiene I cites inating eset ela 
Operation and maintenance, | 
Olympic winter games, De- 
a gan os coc locdendetn lasceusacun 8 A +.4 +.4 -.4 
Salaries and expenses, Court 
of Military Appeals, Depart- 
ment of Defense_............- 4 4 4 4 (3) a eee o 
Salaries and expenses, Ad- 
vanced Research Projects 
Agency, Department of De- 
| OR Se 520. 0 455. 0 455.0 +455. 0 —65.0 |_......... 
Emergency Fund, Depart- 
ment of Defense...........-- 85.0 | 150.0 150.0 150.0 ED bitte 
Sanaa sina laine lala ticles a tate | 
a a | 707.7 | 1, 373. 9 1, 388. 2 | 1, 387.8 +680. 1 +13. 9 —.4 





—————— CT 


‘Includes activities previously carried under ‘Office of Public Affairs, Salaries and expenses.” 
‘Increase or decrease of $50,000 or less, 














TITLE I 
MILITARY PERSONNEL 


The military program proposed in the budget for fiscal year 1960 is 
based on a standing force of 2,520,000 military personnel in the regu- 
lar services. The plan envisions an Army of 870,000, a Navy o 
630,000, a Marine Conps of 175,000, and an Air Force of 845, 000. In 
addition, the budget proposes "National Guard and Reserve Forces 
with a combined end strength of 942,871 in drill pay status to aug- 
ment the regular forces in event of emergency, which the Committee 
recommends be increased to 1,012,871, as discussed hereafter. 

A table showing compar ative military personnel strengths by serv- 
ices follows: 

Military personnel strengths 
(excluding reimbursables) 


{In thousands] 





Actual end Fiscal year 1959 Fiscal year 1960 
strength planned estimate 


June 30, | Dec. 31, | Average End Average End 
































1958 1958 
Officers  cnilppelaialinieniay debatninten italien’ 104 101. 5 102. 1 100. 1 100.1 100. 1 
Enlisted... —_ 792. 3 786. 1 782. 9 768. 2 767.8 768. 2 
citi ndash cnteivtestdmmbeagpecids 1.7 2.5 2.3 1.7 2.3 1.7 
BOGE, MUURY catisndnadidoddedtannie 898. 2 890. 1 887.3 870.0 870.2 870.0 
Navy wy =. 
I sn cherie cniininchepanpinitingeiientadepiihetinaeaibdiiial 71.6 70.4 70.3 69. 6 69.4 69. 6 
RES REE REN AAT LE BEY 563. 5 559. 0 562.9 554. 2 553. 8 554.2 
I oD eames 3.5 3.5 3.5 3.6 3.5 3.6 
SPITE GROGE. . cnnctinsscosesucumsaccn 1.4 1.3 1.2 1.2 1.0 .9 
Officer candidates..................... } 1.0 5 { 9 1.1 1.3 1.4 
Aviation officer candidates............ ‘ .3 .3 .3 3 
Ol, FOES x ccccdintacninnedmentnwedh 641.0 634.7 639. 1 630. 0 629.3 630. 0 
Marine Corps: r 
ii ail eae eas 16.7 16.3 16.3 16.2 16. 4 16.2 
a Slate eda 172.8 171.4 169.1 158.8 158. 5 158. 5 
nda cddidiissusnvareibsoene 0 0 0 0 1 3 
Total, Marine Corps...............- 189. 5 187.7 185. 4 175.0 175.0 175.0 
Air Force: ee { 
GI ati palpagsinerhdapecguunlicons 132.9 133. 4 133.7 132. 6 130.3 130. 1 
SII: cntnnm atiutnighodtmataan iene tnécco 735. 7 716.3 722.0 712.8 713.7 710.0 
Aviation cadets......................- 1.3 1.9 2.0 3.0 3.1 3.0 
RO | CAL Disincebicinnciihdndcuncinitesiatih 1.2 1.1 11 1.6 1.5 1.9 
| RE eens we 871.1 852.7 858. 850. 0 848 845.0 
Total, Department of Defense 
cal eh Lt Ss ceed 325. 4 321.6 322. 4 318. 5 316.2 316.0 
Be dth eh acctdannsgncedhehee 2,264.3 | 2,232.8 | 2,236.9] 2,194.0) 2,193.8 2, 190. 9 
Officer candidates, cadets, and 
po RE A 10.1 10.8 11.3 12.5 13.1 13.1 
GeeOG SUM. nn. ncceccukabeaun 2,599.8 | 2,565.2] 2,570.6) 2,525.0) 2,523.1 2, 520.0 
33 
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The proper size of standing military forces has historically plagued 
the leaders of free nations. This is a subject requiring mature and 
profound consideration and on which the most responsible officials of 
government are often of divided opinion. Last year the Congress 
provided additional funds above the budget for the purpose of con- 
tinuing the strength of the Army at 900,000 and the Marine Corps 
at 200,000. At the time the Congress took final action on these matters 
last year, the then existing Army strength was 898,000 and the Marine 
Corps strength was 190,000. The funds which the Congress provided 
to continue the higher levels of Army and Marine Corps strengths 
were not utilized for these purposes. Instead, the Army was directed 
during the current fiscal year to reduce strength from 898,000 to 
870,000 by June 30, 1959, and the Marine Corps was directed to 
reduce manpower levels from 190,000 to 175,000. As heretatogs 
noted, these reductions will have been completed by June 30, 1959. 
The reductions were suspended, however, Daun the Lebanon and 
Taiwan crises, but were resumed upon the conclusion of those 
operations. 

The Committee regrets these manpower reductions below the 
strengths which were provided in the Appropriation Act last year, 
The Committee is told that, under the reduced strengths, the number 
of Army divisions is in process of being reduced from fifteen to four- 
teen, and that six battalion landing teams in the Marine C orps are 
being eliminated. The services are directed to analyze their personnel 
plans carefully in search of means to retain these units within the 
reduced strengths. 

During its deliberations on the bill, the Committee, despite the fact 
that the strengths at the beginning of the fiscal year will total 870,000 
in the Army and 175,000 in the Marine Corps, seriously considered 
providing funds for a 900,000-man Army and a 200,000-man Marine 
Corps for fiscal year 1960. In arriving at its decision, the following 
important factors were taken into consideration by the Committee: 

(1) The Military Pay Act of 1958 has had a stabilizing effect 
on the services. Re-enlistment rates have improved and efliciency 
in general has been enhanced. 

(2) There have been marked improvements in the capability, 
training, and general effectiveness of National Guard and Reserve 
forces. 

(3) More selective recruitment programs have been initiated 
to attract trained prior-service men and personnel of higher edu- 
eational levels. Also reductions in mental category IV person- 
nel have been encouraged. These actions should permit more 
effective training programs. 

(4) The introduction of newer weapons systems into the mili- 
tary inventory has increased firepower and general efiectiveness 
of the forces. 

(5) There has been a noticeable decline in personnel rendered 
non-effective due to hospitalization or disciplinary action. 

(6) In addition to the above, the Committee feels that the long- 
standing charge of wasted manpower has not been met and ade- 
quately dealt with by the services. This is an area that warrants 
aggressive action by the services with the objective of freeing 
additional manpower for effective military service. 


Ts me he ee US COPA CL 


a 


p 
m 
be 


ce 
ic 


fis 


x 
re 


ad 


A} 
Sel 


en] 





wr +=(~& 


Sr 


Ss WS oe te Cv 


DEPARTMENT OF DEFENSE APPROPRIATIONS, 1960 35 


NATIONAL GUARD AND RESERVE FORCES 


The military program for 1960 provides for National Guard and 
Reserve forces with, a combined end strength of 942,871 in drill pay 
status in the various services. However, the Committee has provided 
funds above the budget to increase the combined strength to 1,012,871. 
The Committee strongly insists that the funds appropriated ’be used 
to provide an Army National Guard of 400,000 and an Army Reserve 
force of 300,000 including 6 months enlisted trainees. The Commit- 
tee has agreed to the deletion of mandatory language in the bill re- 

rding strength of the Army National Guard and Army Reserve 
ently such language is more properly in the jurisdiction of the leg- 
islative commit tees. 

A table of comparative strengths by service follows: 


National Guard and Reserve personnel strengths 


[End strengths in drill pay status] 




















| 1958 actual tual | 1960 planned 1959 planned | 1960 estimate 

I ial iste tsusintrteiniasneiinanintn nijmaeenp tilapia 272, 683 300, 000 1300, 000 
IN an cnunieensighssnnnccdeuniwnees seamen eaareninerd 129, 632 135, 000 135, 000 
IN |. - scsdnie itraouilglan tophiabenndh caiaaiabsiaaiaial 42, 735 41, 933 42, 811 
IIIT as osasi sical eeenennieniaaimagenanamaeeaand 48, 287 53, 425 60, 560 
tr SNE «cnc ocsiuseuaeebndiedtinessennnminnnen 394, 329 400, 000 2400, 000 
I CS aS aie lael etna criti naeina ioe tee 69, 995 73, ___73, 000 | 74, 500 
a al Rk as 108 957, 661 7 ~~ 1,003, 358 1, 012, 871 


1 Represents Committee action to continue streng th at 300,000. 
3 Represents Committee action to continue strength at 400,000. 


In recent years there have been commendable improvements in 
the organization, training, and general readiness of the National 
Guard and Reserve forces of the various services. Notable in these 
improvements have been more positive orientation to the primary 
purpose of supporting the regular forces; better training and recruit- 
ment programs; increased percent: ges of participation in training; 
better equipment status; and improvements in maintenance and oper- 
ation activities. In addition, these forces provide, during peace time, 
certain essential functions previously performed by the regular serv- 
ices, such as the manning of NIKE sites, full-time AC&W alert, and 
fighter interceptor alert crews. 

At the beginning of fiscal year 1959, slightly in excess of four million 
National Guard and Reserve personnel, of all types, were on the rolls 
of the various services. Of this number, only 942,871 are proposed 
by the budget to be in drill pay status during fiscal year 1960. The 
Committee believes that strong, well- trained National Guard and 
Reserve forces are essential to the National defense posture. They 
represent an effective and economical alternative to the maintenance 
of large standing forces. Accordingly, the Committee has provided 
additional funds above the budget ‘to continue the strength of the 
Army National Guard at 400, 000 and the strength of the Army Re- 
serve forces at 300,000 including six months enlisted trainees. 


PROFICIENCY PAY 


The Military Pay Act of 1958 authorized proficiency payments to 
enlisted personnel possessing special proficiency in military skills at 
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maximum rates of $50, $100, and $150 per month in addition to basie¢ 
pay and other allowances. No statutory limit was placed on the 
number of personnel who could receive these payments. 

In initiating this new program, the Secretary of Defense promul- 
ated Defense-wide instructions establishing initial increments of 
30, $60, and $90 and setting an administrative ceiling on the number 

of personnel who could be paid proficiency pay. This ceiling is 15 
percent of the total enlisted strength of the services, to be phased 
over a four year period. 

A table showing estimates for the proficiency pay program for 

fiscal year 1960 follows: 
Proficiency pay 





Fiscal year 1960 estimates 


Service 


Number of Cost 
personnel 
nanan rent srenneeemen=aa aie raisins a 
SE hn ndioasttindiinndseimnbiieteinhtibe nti iiuenttabthtece etter cotuesets 57,600 | $16, 299, 000 
ee ee eee te Lana in eee aaa Case 41, 558 10, 893, 000 
I GRINDS. SD, iniisditan 66 cn ssinwebhieresebdcnstbodetdocaéuccanccahpanacnes 12, 000 3, 485, 000 
SE < ciduinnediduacpanigiineninnshodingounpe as asntannawhawuanyiet 52, 266 | 14, 564, 009 


— 


163, 424 45, 241, 006 





The Committee is keenly interested in this program and inquired 
into it in detail during the hearings on military personnel. As a 
result of the testimony during the hearings, the Committee is con- 
cerned that proficiency pay may be allowed to become just another 
part of the permanent pay of individual military personnel. There 
appeared to be some lack of uniformity among the services in estab- 
lishing and administering standards and controls over this program. 
The Committee was impressed, however, with the approach taken by 
the Marine Corps to implement this new program. 

The Committee feels that uniform standards and controls should be 
developed, insofar as varying service conditions will permit, and that 
the utmost care be used to insure that this program does not grow out 
of proportion to its purpose. 


MILITARY PERSONNEL, ARMY 


The Committee approved $3,233,063,000 in new funds for Military 
Personnel, Army, and recommends the transfer of $281,000,000 from 
the Army stock fund instead of the $200,000,000 proposed in the 
budget. This action provides the total availability of $3,514,063,000 
requested in the budget estimates. The $3,233,063,000 recommended 
by the Committee is $57,102,000 above 1959 appropriations. The ad- 
tional $81,000,000 to be transferred from the stock fund represents 
excess cash expected to be generated by that fund during the year as 
indicated during the hearings on Army stock fund operations. 

The requirements for Army military personnel are based on a begin- 
ning and ending strength of 870,000 for fiscal year 1960. 
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A comparative table of Army military personnel strengths follows: 


Military personnel strengths—Army 
(excluding reimbursables) 


[In thousands] 





Fiscal year 1958 actual Fiscal year 1959 Fiscal year 1960 


























planned estimate 
Begin End | Average | Average End Average End 
Dh. «sucspoddétbdencensecsens 110.6 104, 2 106. 4 102. 1 100. 1 100. 1 100. I 
ER Ee res 884.7 792.3 829. 4 * 782.9 768. 2 767.8 768. 2 
Dl nncdumhneisdoaunannnonn 1.8 1.7 2.3 2.3 1.7 2.3 1.7 
3 870.0 870. 2 870. 0 


I i aati ceca! 007.1 | 608. 3 | 938. 1 887. 





Last year the Congress provided additional funds above the budget 
for the purpose of continuing the strength of the Army at 900,000. 
At that time, the strength of the Army stood at approximately 898,000. 
The additional funds were not used for the intended purpose. Under 
Administration plans, Army strength has since declined to 879,000 
on March 31, 1959, and will further decline to 870,000 by June 30, 
1959. 

The Committee believes, however, that 870,000 men, properly uti- 
lized, could adequately man an effective fifteen division force. This, 
of course, would require the most prudent management of military 
personnel—the assignment of military personnel only to essentially 
military duties, use of civilians for non-military duties where feasible, 
reduction of personnel changes of station, and increased emphasis on 
quality rather than quantity. 


MILITARY PERSONNEL, NAVY 


The Committee has approved the budget request of $2,476,700,000 
in new funds and recommends the transfer of $75,000,000 from the 
Navy Stock fund as proposed in the budget for a total availability 
of $2,551,700,000. The $2,476,700,000 recommended by the Commit- 
tee is $56,081,800 above appropriations for 1959. 

The estimates for Naval personnel are based on a continued end 
year strength of 630,000 for 1960 with an average strength of 629,268 
for the year. A comparative table of Naval personnel strengths 
follows: 

Military personnel strengths—Navy 


Fiscal year 1958 actual Fiscal year 1959 Fiscal year 1960 
planned estimate 








Begin End Average | Average End Average End 


Raced 73, 703 71, 560 72, 152 70, 251 69, 615 69, 418 69, 615 
hi 597, 859 563, 506 571, 571 562, 982 554, 241 553, 794 554, 241 
NEY 3... cnennckecs 2, 635 3, 483 3, 602 3, 507 3, 596 3, 481 3, 580 
Aviation cadets. ............... 1, 874 1, 393 1, 591 1, 162 1,179 995 909 
Officer candidates.............. 780 918 540 891 1,071 1, 283 1, 360 
Aviation officer candidates. .... 257 145 218 277 298 297 295 

PU Zobchcnaschacsanitia 677,108 | 641,005} 649,674) 639,070 630,000 | 629, 268 630, 000 
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MILITARY PERSONNEL, MARINE CORPS 


The Committee has approved the budget request of $596,900,000 in 
new funds for Military Personnel, Marine Corps, and recommends 
the transfer of $15,000,000 from the Marine Corps Stock Fund as 
yroposed in the budget. This action provides a total availability of 
$611,900,000 for fiscal year 1960. The $596,900,000 recommended 
by the Committee is $38,792,000 below appropriations for 1959, 

rincipally due to declining strength. The estimates for 1960 are 

ased on a continued strength of 175,000. 

Following is a comparative table of military personnel strengths— 
Marine Corps: 


Military personnel strengths—Marine Corps 






































Fiscal year 1958 actual Fiscal year 1959 Fiscal year 1960 
planned estimate 

Begin End Average | Average End Average End 
i. cncinteckhctbadudsante 17, 434 16, 741 16, 692 16, 325 16, 200 16, 396 16, 200 
a Sn 183, 427 172, 754 177, 136 169, 109 158, 800 | 158, 456 158, 530 
CG. cichigesessnduerkoonneie 0 0 0 0 0} 148 270 
Wee oo | 200, 861 | 189, 495 | 193, 828 | 185, 434 175, 000 | 175,000 | 175,000 

| | 





The strength of the Marine Corps has been the subject of much con- 
troversy in recent years. In the appropriation bill last year, the 
Congress provided additional funds above the budget for the con- 
tinuation of a 200,000-man Marine Corps. The additional funds were 
not used for that purpose. Instead, the Marine Corps was directed to 
reduce streneth. On March 31, 1959, Marine Corps strength stood at 
approximately 182,000, and will further decline, under Administration 
plans, to 175,000 by June 30, 1959. 

The Committee was informed that the reduced strength would 
require the elimination of six out of a total of 27 battalion landing 
teams. The Marine Corps is directed to make a careful analysis of 
its personnel resources to determine whether or not these units can 
be retained within the 175,000 strength. This, of course, would 
require a most austere program of military personnel management— 
assignment of military personnel only to essentially military duties; 
use of civilians for non-military duties; reductions in personnel 
changes of station; and increased emphasis on quality rather than 


quantity. 
MILITARY PERSONNEL, AIR FORCE 


The Committee has approved $3,912,000,000 in new funds and recom- 
mends the transfer of $50,000,000 as proposed in the budget from the 
Air Force Stock Fund for a total availability of $3,962,000,000 for 
fiscal year 1960. The $3,912,000,000 recommended by the Committee 
is $29,801,000 below appropriations for 1959. This action repre- 
sents a reduction of $2,000,000 in new funds for permanent change 
of station activities. 

The estimates are based on a beginning strength of 850,000, an 
ending strength of 845,000 with an average strength for the year of 
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848,607. A comparative table of Air Force military personnel 
strengths follows: 


Military personnel strengths—Air Force 


























Fiscal year 1958 actual Fiscal year 1959 Fiscal year 1960 
planned estimate 

Begin End | Average | Average End Average | End 
Cn 140, 563 132, 939 135, 891 133, 676 132, 600 130, 334 130, 130 
SIE. oc ccosceos -| 776, 566 735, 759 753, 593 721, 974 712, 850 713, 699 709, 940 
Aviation cadets-.-... “4 2, 202 1, 289 1, 507 2, 013 3, 000 3, 094 3, 000 
MOF Bue catsunasencegs 504 1, 169 765 1,124 1, 550 1, 480 1, 930 
icnsabaseinsnuhenedse 919, 835 | 871, 156 | 891, 756 858, 787 850, 000 | 848, 607 845, 000 











Last year the Committee directed the services to give careful con- 
sideration to their programs of permanent change of station for indi- 
viduals. In considering the Air Force program for 1960 in this area, 
the Committee notes that some progress has been made in that 7,000 
fewer moves have been programmed than in 1959. However, the 
cost of permanent changes of station in the Air Force is estimated at 
approximately $2,000,000 more than in 1959. The Committee feels 
that further improvement is warranted in this area and aecordingly 
has assessed a reduction of $2,000,000. 


RESERVE PERSONNEL, ARMY 


The Committee has approved $231,700,000 in new funds for Reserve 
Personnel, Army, which is an increase of $29,700,000 over the budget 
request, and $8,941,000 over appropriations for 1959. 

The purpose of this increase is to provide funds for the continuation 
of the Army Reserve at an average strength of not less than 300,000 in 
fiscal year 1960, including six month enlisted trainees. 

The budget estimates are based on an average strength in 1960 of 
285,000. A comparative table of Army Reserve personnel strengths 
follows: 

Army Reserve personnel strengths 


[In drill-pay status] 











Fiscal year Fiscal year 1959, Fiscal year 1960, 
1958 actual planned estimate ! 
end 
strength 
Average End Average End 
tices nn iccninihaidecinaa knees 49, 584 50, 000 50, 000 50, 000 50, 000 
a Da ee 223, 099 231, 934 250, 000 250, 000 250, 000 








iS ho eee Bn | 272, 683 | 281, 904 | 300, 000 300, 000 300, 000 





1 Represents Committee action to continue strength at 300,000. 


The Committee is of the opinion that the reduction in size of the 
standing Army requires a strong, well-trained, and readily available 
reserve force to augment the regular forces in event of emergency, 
and has provided funds for that purpose. 
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RESERVE PERSONNEL, NAVY 


The Committee approved the budget request of $88,000,000 in new 
funds for Naval Reserve Personnel for fiscal year 1960. This repre- 
sents a reduction of $2,098,000 as compared to 1959, due to a slight- 
ly lower average strength and a lower level in the officer candidate 
training program. 

The estimates are based on beginning and ending strengths of 135,- 
000 with an average strength in drill pay status of 130, 500 for the 

ear. 
. A comparative table of Naval Reserve personnel strengths follows: 


Navy Reserve personnel strengths 
{In drill-pay status] 








Fiscal year Fiscal year 1959, Fiscal vear 1960, 
1958 actual planned estimate 
end aad 
strength 
Average End Average End 
Surface, submarine, and special: 
ST athe ninaibieiniehecsetpeniaaianants 17, 204 15, 780 15, 640 15, 090 15, 640 
I pale nidintattacacedmudiceiunbs. 82, 048 83, 840 85, 800 82, 720 85, 800 
Aviation: 
ic cindedchataadcnsboauddclidiedase 9, 309 9, 456 9, 478 9, 232 9, 478 
I 620i on nitintnmetndattinorhnmmndeuioa 21, 071 22, 388 24, 082 | 23, 458 24, 082 
I i a cig a ees 129, 632 131, 464 135, 000 | 130, 500 | 135, 000 





RESERVE PERSONNEL, MARINE CORPS 


The Committee has approved the budget request of $24,300,000 in 
new funds for fiscal year 1960 which represents an increase over 1959 
of $540,000 due to a slight increase in drill-pay end strength. 

The estimates are based on a beginning strength of 41,933, an end- 
ing strength of 42,811, with an average “drill- pay strength of 41,041 
for fiscal year 1960. 

A comparative table of Marine Corps Reserve personnel strengths 
follows: 

Marine Corps Reserve personnel strengths 


{In drill-pay status] 























Fiscal year Fiscal year 1959, Fiscal year 1960, 
1958 actual planned estimate 
end iene 7 a 
strength 

Average | End Average End 
A ER ap ae SIRE mel mage 4, 143 3, 962 3, 673 3, = 3, 673 
BOG 0g Gikddlpnccedustnetidoccenscthns 38, 592 37, 250 38, 260 37, 36 39, 138 
NON cc ceceiaetsliiteeaipndidiicohiesaien 42,735] 41, 212 | 41,933} 41,041 | 42, 811 











RESERVE PERSONNEL, AIR FORCE 


The Committee approved the budget request of $54,000,000 in new 
funds for Air Force Reserve Personnel for fiscal year 1960. 

This is an increase over 1959 of only $254,000, but represents an 
increase in the average drill pay strength of 8, 304 over 1959. 
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A comparative table of Air Force Reserve personnel strengths fol- 
lows: 


Air Force Reserve personnel strengths 
{In drill-pay status] 





Fiscal year Fiscal year 1959, | Fiscal year 1960, 


























1958 actual planned estimate 
end | 
strength 
Average End Average End 
—————————— ee ——_——_ -—_—_— 
SE cccugnnuguatccepeapeneoneuapemenn 19, 522 20, 001 2), 525 22, 547 23, 470 
SE cindepbncnysnsnabesspheaes<unpealt 28, 765 28, 858 31, 900 34, 616 37, 090 
Oh css hea ch eh | 48, 287 | 48, 859 53, 425 57, 163 60, 560 








NATIONAL GUARD PERSONNEL, ARMY 


The Committee has approved $234,961,000 in new funds for Na- 
tional Guard Personnel, Army, an increase of $43,000,000 over the 
budget request, and $17,291,000 above appropriations on a compara- 
ble basis for 1959. 

The purpose of this increase is to provide for the continuation of 
the Army National Guard at an average strength of not less than 
400,000 during fiscal year 1960. The budget estimates are based on 
a proposed average strength during 1960 of 380,000. 

A comparative table of Army National Guard personnel strengths 
follows: 

Army National Guard personnel strengths 


|In drill-pay status} 

















Fisea! year Fiscal year 1959, Fiscal year 1960, 
1948 actual planned estimate ! 
end —— 
strength 

Average End Average End 
a la 37, 942 37, 600 37, 000 37, 000 37, 000 
el ee ci ae ee 356, 387 362, 400 363, 000 363, 000 363, 000 
aaa ee he ao neo 394, 329 400, 000 400, 000 400, 000 400, 000 





1 Represents Committee action to continue strength at 400,000. 


The Committee believes that a strong National Guard is essential 
to the National defense posture, and reiterates its clear intent that 


the Army National Guard be continued at an average strength of not 
less than 400,000 during fiscal year 1960. 


NATIONAL GUARD PERSONNEL, ATR FORCE 


The Committee approved the budget request of $48,000,000 for 
National Guard Personnel, Air Force, which is $79,000 below appro- 
priations on a comparable basis for 1959, and continues the program 
ai the same general level as in 1959. 

The estimates are based on a beginning strength of 73,000 and an 
ending strength of 74,500, and with an average strength for 1960 of 
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73,700. A comparative table of Air National Guard personnel 
strengths follows 


Air National Guard personnel strengths 


[In drill-pay status| 


—— 


Fiscal year Fiscal year 1959, Fiscal year 1960, 




















1958 actual planned estimate 
end 
strength | 
Average End Average End 
REN ee ee eae ae ey 8, 354 8, 700 9, 100 9, 400 9, 700 
IIE aid - ninenibnceciiistantonninsaiinameninadaaaaianie 61, 641 62, 700 63, 900 64, 300 64, 800 
NN eS etal esd te ee 69, 995 71, 400 73, 000 | 73, 700 74, 500 





' Includes 90-180 day active-duty-for-training personnel 


Testimony during the hearings indicates that the Air National 
Guard is becoming more selective in its recruitment program—taking 
only well-trained prior-service men and enlistees of higher educ: ational 
levels. This should permit more effective training programs and a 
more positive orientation of the Guard to its primary purpose of back- 
ing up the regular forces. 


RETIRED PAY, DEPARTMENT OF DEFENSE 


The Committee approved the budget request of $715,000,000 for 
retired pay of military personnel. This represents an increase over 
1959 of $75,000,000. The increasing trend in retired pay for military 
personnel adequately substantiates the forecast that this appropria- 
tion will reach one billion dollars annually in the very near future. 

The Committee is seriously concerned over problems which arise as 
a result of the acceptance by retired senior officers of employment in 
responsible executive positions with defense contractors. The problem 
has been discussed within the Committee over a period of years. Hear- 
ings before the House Armed Services Committee in previous years 
have been consulted. The Committee is advised that further hearings 
before the House Armed Services Committee are scheduled for the 
near future. Asa prelude to further analysis of this problem, the Of- 
fice of the Secretary of Defense is requested to supply the Committee, 
prior to the 1961 appropriation hearings, with a list of retired officers 
of or above the rank of colonel, or the equivalent, employed by persons 
or firms having contracts with the Department of Defense or any of 
its agencies. 

The Office of the Secretary should also be prepared to discuss its 
lack of a Defense-wide policy in this matter, as well as its interpreta- 
fon of the force and effect of Sec. 281 of Title 18, United States 
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TITLE II 
OPERATION AND MAINTENANCE 


APPROPRIATIONS AND ESTIMATES 


The budget estimates for the operation and maintenance of the 
military forces of the United States total $10,502,978,000. The 
amounts recommended by the Committee in the accompanying bill 
total $10,403,367,000, a reduction of $99,611,000 in the estimates, but 
$348,085,200 more than the actual appropriations for 1959. Much 
of the apparent increase over 1959 is due to adjustments in the budget 
structure. When these adjustments are taken into consideration the 
amounts recommended for 1960 are more nearly $118,000,000 above 
the funds appropriated for the identical purposes in 1959. 


FORCES AND PROGRAMS SUMMARY 


Operation and maintenance funds provide for the day-to-day oper- 
ations of the three military departments, the unified and specified 
combat commands, the Office of the Secretary of Defense, and vari- 
ous supporting activities. The major forces and programs to be sup- 

orted by the funds contained in this appropriation title are tabulated 
low: 














Fiscal year Fiseal year | Fisea. year 
1958 1959 1960 

Active major installations (as of June 30)...................... (840) (808) (815) 
BES cb tincwen died cntnksépebenbnedecdnetsdimdtaehobiian 229 218 218 

SU itis tineneinsonchennsahenodnipteaitieniinbaimnil 331 315 316 
NO cv cn uthedewsdbiecsshocddanuudasosmnasaiedeli 280 275 281 
Military manpower (as of June 30)_........-.---.---......-.-. (2, 599, 848) (2, 525, 000) (2, 520, 000) 
te ins csencondls idbiieweneabentimddnadémgnaseanamenss 898, 192 870, 000 870, 000 
EY: «gd. d dotiniabwiteibbe paingkh hice txidias eee biobemileathl 641, 005 630, 000 630, 000 
I a i nt eet tanta aii 189, 495 175, 000 175, 000 

BE WOOO. Si cemédidochepedcddcddhsatuctigitababatabseubioe 871, 156 &50, 000 845, 000 
I CIID: ras ciet Sissa as deh slasiseeliicioaniae eichiio iad ean tide naicstebiteacaaiedie 891 864 864 
eee meee stenmeing ROGUIS.. . ..cnccceccdacsaccensceceoocenséee 2, 300, 000 2, 268, 000 2, 177, 000 
meeracing aircraft (ond year)... cion dick dnicockudpcvenbéaisbende (32, 400) (31, 734) (31, 062) 
Army (active aircraft inventory) .............-.......-<<-- 5, 027 5, 289 5, 363 
SUT <1) hy call ondaogé Gbsinipmannniemenenmeemaneiedemetaabas 8, 424 7, 505 7, 200 
BE RN dsckg chic ib bisilidedsdailabantl 18, 949 18, 850 18, 499 
NN tee eee an (12, 730, 060)} (12, 535, 785) 
Army (including Reserves and guard). ................... 1, 383, 000 1, 723, 000 1, 926, 000 
Navy (inclading Reserves)... .........---...--ccccceccnce 3, 969, 790 3, 522, 168 3, 259, 016 
Air Force (including Reserves and guard)_................ 8, 168, 996 7, 484, 892 7, 350, 769 
Average civilian employment. -..........................-...- (770, 966) (757, 419) (745, 866) 
a i a a eal 288, 928 284, 487 287, 876 
BEVEL. < sliver destabibictdscoseeubecuesebatdcsbietadodene 175, 993 170, 558 165, 997 
I CN 15, 832 15, 100 14, 929 


SET EPRI nt en n0 aba acines. omigcneumeaccmditiccaenieaindanaiia eae £90, 213 287, 274 286, 064 
| 





The budget request divides, in gross figures, into approximately 
$4,400 million for civilian personnel; $2,600 million for contractual 
services, including utilities; $1,900 million for consumable supplies 
other than petroleum ; $900 million for petroleum products; and $700 
million for transportation of things and temporary duty travel costs. 
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CIVILIAN PERSONNEL 


In spite of the foregoing tabulation indicating a decreasing civilian 
employment, an analysis made by the Committee covering the period 
1953-1960 indicated that although the trend in program factors has 
been downw: ard since 1957, the civilian employment levels have not 
declined in proportion as is usually the case. The Korean mobiliza- 
tion had a drastic effect on the ratios of civilians to troops, ships and 
aircraft. After dropping slightly at the end of the Korean War, 
the ratio tended to climb. With this background in mind, the Com- 
mittee has reduced funds for the Army, Navy, Marine Cor ps, and Air 
Force by amounts equivalent to a 1 percent reduction in civilian em- 
ployment. In view of the wide variety of activities financed from these 
appropriations, it is believed that this modest reduction can be achieved 
without impairing any essential military operations. The Commit- 
tee recognizes that if this reduction were applied to a critical portion 
of the operations of, for example, the Strategic Air Command, the 
operating efficiency of that Command could be adversely affected, 
Any such application of the personnel reduction would be utterly in- 
defensible and contemptuous of the intent of Congress. The De- 
partments are further directed to assure that reductions are made 
in the Washington headquarters in the same ratio as those effected 
in the field activities. 


CONTRACT ADMINISTRATIVE EMPLOYMENT 


As a corollary to the examination of civilian employment, the 
Committee took note of the increasing tendency to utilize contractors 
for the performance of largely personal service functions which have 
been, or should be, performed by Government employees. The Com- 
mittee requests that no further contracts of this type he entered into 
without urgent military justification therefor being supplied the Com- 
mittee in advance. This restriction is, of course, applic ‘able only to the 
type of contract wherein the contractor undertakes to supply prin- 
cipally personnel for the accomplishment of an administrative or 
managerial task, as opposed to individual contracts with consultants, 
technicians, or specialists and as opposed to contracts for routine labor 
tasks for maintenance such as painting, plumbing, carpentry or the 


like. 


BASE OPERATIONS EXPENSES 


Another area of general reduction recommended by the Committee 
is in the day-to- day operating costs of bases, camps, posts, and sta- 
tions. The Committee noted that the military services have closed 
some facilities which were in marginal physical condition, or were 
being ineffectively utilized. Operating costs of the remaining fa- 
cilities, however, appear not to be declining in relation to the long-term 
reductions in troops, ships, aircraft, and other measures of force. Ree- 

ognizing the effects of pay increases, price inflation, and increasing 
weapons complexity, it still does not appear that the services are ag- 
gressively reducing these routine daily expenses. The Committee has, 
therefore, recommended reductions which should bring the costs of 
base operations somewhat more into line with declining force levels. 
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PROFICIENCY FLYING 


In yet another area of multi-service review, the Committee has taken 
advantage of a statement made during the hearings with respect to 
an annual $40,000,000 savings to be achieved under a new and more 
restrictive proficiency flying policy, and has recommended reductions 
in the estimates for 1960 totaling $25,000,000 in the military services. 
In reviewing the problems attendant upon proficiency flying, the 
Committee noted that the Services the:mselves have given some recog- 
nition to the problem by establishing procedures for grounding those 
rated people who obviously have no future in flying. This screening 
process has not operated at full effectivness as yet, but has resulted in 
some drop-outs from the total inventory of approximately 100,000 
rated personnel. This partial ineffectiveness is due in large measure 
to the fact that criteria for determining the rated potential of people 
who have acquired non-rated specialties are necessarily somewhat 
vague and dificult to apply. There is the additional problem of de- 
termining which non-rated jobs actually require current flying exper- 
ience. For example, the Air Force counts 74,894 positions which must 
be filled by rated officers. Of these, actual cockpit positions, or those 
positions involving regular and frequent flights, number between 
95,000 and 30,000. The Air Force has, therefore, between 45,000 and 
50,000 positions calling for rated personnel which are not actual 
flying positions. 

A further problem is that of age. The hearings disclosed that the 
Air Force had 7,000 pilots 40 years of age or over on duty as of June 
30,1957. By resent 31, 1958, this number had increased to a little 
over 9,000. The number of pilots in this age group is expected to 
increase at a progressive rate and will represent a substantial part of 
the rated inventory within another 2 or 3 years. The Air Force has 
stated that this group includes those pilots upon whom it would depend 
heavily to provide us with effective combat capability. The relation- 
ship between the age of a pilot, the type of aircraft he is flying, and 
the mission to which he is assigned has been considered important 
since the day of the P-40, if not before. Today, with thousands of jet 
fighters flying at speeds between 600 and 1,500 miles an hour, as well 
as with additional thousands of complex aircraft like the B47 and 
the B-52, and with such missions as carrier operations in the Taiwan 
Straits or a possible around the clock airborne alert, flying demands the 
utmost in physical stamina and mental concentration. The Committee 
acknowledges that the services do face a growing problem, and that 
there will, in fact, be more and more pilots whose future in flying will 
not justify their continued retention on flying status. In recent years 
the Committee, in recognition of service performed, has made it pos- 
sible for the Department of Defense to pay flight pay to rated per- 
sonnel who have held aeronautical ratings or designations for not less 
than twenty years, and such provision is continued as Sec. 614 of 
Title V of the bill. 


MAIL TO ALASKA AND HAWAII 


One other area of across-the-board reduction is that of the cost of 
carrying mail to Alaska, and later on to Hawaii. With the advent of 
Statehood, the responsibility for, and cost of, the carriage of surface 
mail to these new States becomes that of the Post Office Department. 
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PREVENTIVE MAINTENANCE 


In aerening the estimates for 1960, the Committee again stressed 
the problem of deferred maintenance of the physical facilities of the 
military services, and reiterates its position of last year, that funds 
for preventive maintenance are not to be diverted for other uses, 


COMMUNICATIONS SYSTEMS AND SERVICES 


During this year’s hearings, the Committee had some glimpses 
of the future in military communications. All three services are 
undertaking more or less aggressive programs of research and ex- 
ploration into the possibilities of increased speed and reliability in 
see communications. One of the most ambitious efforts in this 

irection is the planning project being carried out by the Inter- 
national Telephone and Telegraph Corporation and the Radio Cor- 
poration of America for the Air Force. Air Force witnesses testified 
that between now and 1970 at least $1 billion would be spent on mod- 
ernization and expansion of Air Force communications. While the 
services recognize that the Office of the Secretary of Defense is look- 
ing forward to an integrated system, they are reluctant to concede 
that they will not continue to control their own communications as 
they are doing at the present time. The three services, therefore, and 
principally the Army and the Air Force, are proceeding with exten- 
sive and costly development and procurement programs for which, 
apparently, no future termination dates have been established. From 
the defense-wide point of view, however, there are some specific ideas 
and plans for integration. In his testimony during the hearings on 
Operation and Maintenance Programs, Assistant Secretary McNeil 
spoke directly to this point: 


In order to meet (the) increased requirement effectively, 
and in order to support the unified and specified command 
concept, much more extensive joint usage of communica- 
tions facilities is contemplated in the future. To accom- 
plish this, it is planned to integrate the communications 
networks of the military departments into a joint communi- 
cations network under the operational control of the Joint 
Chiefs of Staff. 

The amounts programmed by the services for procurement, moderni- 
zation, and operation of long range communications facilities in the O 
& M appropriations alone total over $300 million for fiscal year 1960, 
This does not include minor amounts scattered throughout the various 
operation and maintenance appropriations. The amounts program- 
med for major procurement, of course, will far exceed these figures. 
Costs have been rising in recent years and a substantial increase is 
shown for all three services between 1959 and 1960. Development of 
new and better systems is undoubtedly one answer to the problem of 
improving and simplifying communications. In the meantime, how- 
ever, the Committee feels that the Office of the Secretary of Defense 
and the Joint Chiefs of Staff must aggressively pursue their plan for 
integrated communications to match the development of the unified 
and specified command planning. 
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DEPENDENTS MEDICAL CARE PROGRAM 


In its report-on the 1959 Defense Appropriation Bill, the Commit- 
tee expressed concern over the rapid increase in costs for dependents 
medical care. The report pointed out that in many cases dependents 
were using civilian facilities while entirely adequate military facili- 
ties in the area remained under-utilized. It was also noted that since 
the enactment of Public Law 84-569, the average cost for care in 
civilian facilities had risen to $50 a day. This figure is expected to be 
over $52 in 1960. After considering a House proposal to limit expend- 
jtures for Medicare to $60 million in 1959 the’House and Senate 
finally agreed on the following language in the Conference Report: 


The Committee of Conference directs that the Department 
of Defense proceed with the issuance and enforcement of reg- 
ulations requiring dependents to use available military medi- 
cal facilities and personnel. 


As a result of this expression of the intent of Congress, the entire 
program was re-studied and a revised program became effective on 
October 1, 1958. Necessary changes in the Joint Directive of the Seec- 
retary of Defense and Secretary of Health, Education, and Welfare, 
as well as service regulations, were made at that time. Because of the 
necessary delay in implementing the revised program, Medicare costs 
rose from $89,732,000 in fiscal year 1958 to an estimated $95,418,000 
in fiscal year 1959. 

The estimate for fiscal year 1960 is $88,847,000 or a reduction of 
nearly $5 million from fiscal year 1959. The effect of the Congres- 
sional limitation is further reflected in the estimated increase of 11.6% 
in the use of military facilities for denendent medical care. It should 
be noted, however, that there are two basic factors operating against 
any substantial reductions in this program at the present time. 

There has been a steady increase in costs of civilian medical care, 
while at the same time there has been a rapid increase in the military 
dependent population. As an example, this population was estimated 
at 2.6 million in 1954 and 3.4 million in 1958. This was an increase 
of 800,000 in dependents during a period when military strength de- 
clined 700,000. 

The Department of Defense and the Office of Dependents Medical 
Care are to be commended for their response to the intent of Congress 
inthis program. It was, at the time of the passage of the Dependents 
Medical Care Act, and continues to be, the desire of Congress that 
dependents of military personnel have the benefit of prompt and 
adequate medical treatment at all times wherever they may be. The 
Committee is also very much aware of the fact, that the Department 
of Defense is actively engaged in developing a modern military medi- 
cal establishment. There are no doubt some shortcomings in the 
service provided by military hospitals, but the Committee does not 
feel that the problem can be solved by deserting the military facili- 
ties and adding to the already heavy burden on civilian hospital fa- 
cilities. It is the understanding of the Committee that this entire 
military medical problem is now under study by the Department of 
Defense and it is Lied that steps can ultimately be taken which may 
further reduce the costs of the dependents medical care program with- 
out depriving the dependents of the benefits which the Congress wishes 
them to have. 
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MOTOR VEHICLES 


In actions taken on the various Procurement appropriations (see 
under Title III following), the Committee recommends study of the 
vehicular fleets of the military departments. There is also included 
in the bill a new general provision (Sec. 632) limiting to $7,000,000 
the amounts available for the rental of vehicles. The combined au- 
tomobile-station wagon inventory on June 30, 1958 was 33,347, while 
the budget proposed an inventory of 35,297 on June 30, 1960, or an 
increase of nearly 6 percent. The budget estimate for 1958 for 
the hire of motor vehicles was $6,598,000, the actual expense for that 

urpose in 1958 was $7,159,180, and the estimate for 1960 is $7,700,000, 

he Department’s estimates do not appear to be valid in the light of 
decreasing military manpower, ships and aircraft supported, major 
installations, etc. 


DISPOSITION OF SURPLUS 


Under Title V, General Provisions, Sec. 611 provides that operation 
and maintenance appropriations may be reimbursed for all expenses 
involved in the disposal of surplus property from the proceeds of 
sale of such property. Unlike prior years, the provision this year 
is without a fixed dollar ceiling. It is the purpose of the removal 
of the dollar ceiling to encourage more rapid and effective disposition 
of surplus supplies, equipment and materiel. Testimony indicated 
that $26.7 billion worth of material is presently awaiting disposition, 
and that the ceiling previously imposed was hampering the efforts of 
the Department. As previously. quarterly reports are required, how- 
ever, the form of reporting should be revised in view of the appropria- 
tion reimbursement feature. It is requested that future reports in- 
dicate the appropriation to which reimbursement is made, and 
the budget program or programs involved within the appropriation. 

The Committee has cautioned Defense officials against disposing of 
material as surplus when there is a clear need for retaining such 
material in the military inventories. Defense officials maintained that 
while some minor mistakes might be made, greater freedom in dis- 
posing of surplus will on the whole save large sums. 


SEPARATE APPROPRIATION FOR MARINE CORPS 


The Committee has increased by one the number of appropriation 
items within this Title by separating from O&M, Navy, the amounts 
and appropriation language representing the former appropriation 
“Troops and Facilities, Marine Corps”. In keeping with the heading 
of this Title, the former name has been revised to “Operation and 
Maintenance, Marine Corps”; however, it is understood that the pur- 
poses served will be identical with the former separate Marine Corps 
appropriation. 

COMPARABILITY BETWEEN SERVICES 


One of the advantages which it was hoped would be gained by 
placing together and considering together all of the operation and 
maintenance accounts, was a ready comparability. Unfortunately, 
this is not yet a reality, and may perhaps never come about, because 
of basic differences between the Services in concept, method, and 
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organization of operations. Studies conducted by the Department 
of Defense, of an Air Force and a Navy air station, and of recruit 
training in the services, appear to indicate that in spite of similarity 
of basic mission, Service peculiarities preclude adequate cost com- 
parisons. It is hoped that in some other areas now being studied, 
some basis for reasonable comparison can be found. 


OPERATION AND MAINTENANCE, ARMY 


The Committee recommends an ape Oras of $3,065,390,000, an 
increase of $11,605,000 in the estimate, but $51,848,000 less than the 
appropriation for 1959. 

ncreases were provided in the amounts requested ($48,800,000) for 
the costs incident to increased strength of the Army Reserve and the 
Army National Guard, off-set by decreases (including the general 1 
percent reduction in civilian employment) totaling $37,195,000. 

Specifically deleted were the funds requested to operate the Army- 
Navy Hospital, Hot Springs, Ark.. and amounts requested for the 

rocurement of trophies which have heretofore been made available 

rom non-appropriated funds. 

The hearings disclosed that in the past the budget estimates for 
training exercises have been overly ambitious as compared with ac- 
tual amounts spent for the purpose. It is hoped that the program for 
1960 is more realistic, and that future justifications will include only 
those exercises which can be expected to materialize. 

As noted under Military Personnel, Army, surplus cash generated 
in the Army Stock Fund has been transferred to that account. 


OPERATION AND MAINTENANCE, NAVY 


The budget estimate for this item is $2,803,192,000, including 
$172,000,000 for the activity “Troops and Facilities, Marine Corps”. 
The Committee recommends the establishment of a separate appro- 
priation item for the Marine Corps, and an appropriation of $2.599,- 
320,000 for the remaining activities under Operation and Main- 
tenance, Navy. While this is a technical reduction of $203,872,000 in 
the item, it is in fact, by virtue of the separate Marine Corps appro- 
priation, a net reduction of $31,872,000 in the remaining nine activity 
accounts. 

In addition to the reductions previously discussed generally, the 
action of the Committee includes a modest reduction in the budget 

rogram for maintenance and operation of the active fleet. The 
Eemittes strongly approves the Fleet Rehabilitation and Moderni- 
zation Program, and recommends the full amount requested for this 
aspect of the budget program. However, the remaining amounts 
budgeted for ship repair at an average 23.4 percent above 1958 .ap- 
pear well beyond the requested “level of effort somewhat above prior 
years’ austere funding.” 


LANDING AIDS PROGRAM 


The Committee is concerned that the installation of landing aids 
en (water-squeezer arresting gear, mirror landing system, and 
are warning system) may be progressing beyond the point of eco- 








50 DEPARTMENT OF DEFENSE APPROPRIATIONS, 1960 


nomical return. For example, a mirror landing system has already 
been funded for the Naval Air Station, Denver, but that station ig 
scheduled to be closed during the current fiscal year. Further, since 
two of these major systems are designed to duplicate or equal carrier 
equipments, it would appear that they would be needed only at those 
shore stations at which final qualification runs are made either by 
new trainees or by rotating or redeployed units or persons. Con- 
versely, in the case of the flare warning system—a device to augment 
existing devices for warning pilots of single engine or single seat 
aircraft that the landing amas are not down as he approaches for 
landing—there is some concern in the Committee that the installa- 
tion has not been extended far and rapidly enough. The problem 
of wheels-up landings is certainly not confined to the Navy, and 
perhaps this warning device should be adopted by the Air Force, 
should their accident records indicate a need, and should the device 
prove as practical as presumed, 


PAYROLL PERIOD 


The Committee took note of a report by the General Accounting 
Office citing the expense to the Navy of maintaining a weekly payroll 
period for so-called blue collar workers. From this report it appears 
that certain savings could be made were the Navy to conform to the 
bi-weekly pay periods observed by all other agencies of the Govern- 
ment. In the light of the personal hardships that would inevitably 
occur were the Committee to summarily eliminate the payroll pro- 
cessing funds, such action is not being recommended. However, the 
Navy is strongly urged to review the recommendation of the Comp- 
troller General with view to adopting the proposal in such manner 
and at such future time period as will permit individuals to adjust 
their personal finances accordingly. 


INCREASE FOR ANTI-SUBMARINE WARFARE 


The Committee recommends an increase of $4,500,000 for additional 

SONAR training, devices, and equipment in connection with the ex- 

anded anti-submarine warfare program discussed generally elsewhere 
in this report. 


OPERATION AND MAINTENANCE, MARINE CORPS 


The Committee recommends an appropriation of $171,350,000 for 
this item, a technical increase in the budget estimates. The budget 
document has proposed $172,000,000 for this purpose as a budget ac- 
tivity within the appropriation item “Operation and Maintenance, 
Navy”. The net effect of the actions recommended is, therefore, a de- 
crease of $650,000 representing the one per cent reduction in civilian 
personnel discussed previously. 

It is the intention of the Committee that this new item “Operation 
and Maintenance, Marine Corps”, finance the same activities as have 
been carried in previous years under the heading “Troops and Facili- 
ties, Marine Corps”, the change in name being only for conformity with 


other headings in Title IT of the bill. 
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OPERATION AND MAINTENANCE, ATR FORCE 


The Committee recommends appropriation of $4,167,506,000 for this 
item, a reduction of $89,294,000 in the estimates, but $47,981,000 more 
than the appropriation for 1959, 


INDOCTRINATION COURSES 


In addition to the matters discussed generally in preceding para- 
graphs of the report, the Committee has denied funds for the so- 
called “Senior Officers Indoctrination Courses”. These “courses”, 
limited to Colonels and Generals, involve giv':ng- each of selected sen- 
ior officers approximately 10 hours flying time in such aircraft as the 
F-100 and F-102. It is highly improbable that such officers would be 
called upon to pilot these craft in time of emergency, and if such were 
to be the case, 10 hours is a totally inadequate training time. The 
possible argument that these officers need, in addition to their ex- 
perience and flying capability, to be tutored in the aircraft that their 
subordinates will fly is not regarded as tenable. 


OPERATIONAL SUPPORT 


The Committee is also recommending a substantial reduction in op- 
erational support, the estimate for which is $1.3 billion, in an effort 
to further insist on cost reductions more in keeping with reductions 
in major program factors. 


AIR FORCE ACADEMY 


The Committee has considered the report filed by the General Ac- 
counting Office dealing with the mis-application of operation and 
maintenance funds at the Air Force Academy. Testimony on this 
situation “was developed during the hearings and the Committee is 
not satisfied with the responses received from Air Force witnesses. 
The Committee therefore recommends, as fully justified, a limitation 
of $16 million on obligations for operation and maintenance of the 
Academy during the fiscal year 1960. 


OPERATION AND MAINTENANCE, ARMY NATIONAL 
GUARD 


For this item, the Committee recommends an appropriation of 
$157,000,000, an increase of $11,000,000 in the estimate resulting from 
the previously discussed increase in the strength of the Guard. This 
is a new appropriation item resulting from the subdivision of the 
former item “Army National Guard” into two items—this, and “Na- 
tional Guard Personnel, Army”. This item will provide for the ad- 
ministrative expenses of the National Guard Bureau (except the air 
division), National Guard training, supplies, materiel, and services, 
and the training and operating expense of Army National Guard 
anti-aircraft missile battalions. 


OPERATION AND MAINTENANCE, AIR NATIONAL 
GUARD 


An appropriation of $169,000,000 is recommended for this item, the 
amount of the budget estimate. As in the case of the Army National 
Guard, this is a new item of appropriation resulting from the sepa- 
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ration of military personnel costs and operating and maintenance 
costs generally in the two titles of the bill In addition to the lan- 
guage contained in the budget and approved by the Committee, a 
phrase has been added permitting caretakers to be employed without 
regard to their military rank. This authority has been possessed by 
the Army National Guard for many years and the language insertion 
in this appropriation will give the Air National Guard similar 
authority. 


NATIONAL BOARD FOR THE PROMOTION OF RIFLE 
PRACTICE, ARMY 


The Committee recommends an appropriation of $300,000 for this 
item, the amount of the budget estimate and the same amount as ap- 

ropriated for the current fiscal year. Under Title V of the bill, 

ec. 629 continues language making available ammunition without 
reimbursement, as has been the case in the current fiscal year. 


OPERATION AND MAINTENANCE, ALASKA COMMUNI- 
CATION SYSTEM, ARMY 


The bill contains the amount of the budget estimate for this item, 
$5,676,000. Continued progress is being made in converting from a 
military personnel operation to civilian manning, however, the sale 
of the system appears no nearer than it was several years ago when 
the Committee was advised that a request for authority for sale was 
being seriously considered. 


SALARIES AND EXPENSES, SECRETARY OF DEFENSE 


The budget estimate of $20,500,000 for the various activities in the 
Office of the Secretary of Defense was approved by the Committee, 
This is an increase of $3,506,500 over the comparable amounts appro- 
priated in 1959. However, due to the Defense Recah nts Act and 
the Civilian Pay Act of 1958, it is anticipated that obligations during 
1959 will approximate $19,575,000, the deficiency being provided by 
transfer. 

Some reservations are noted regarding the combining of all the 
activities in the Office of the Secretary under one appropriation item. 
For several years, salaries and expenses for the Office of Public A ffairs 
has been carried as a separate appropriation item at the direction of 
this Committee. However, Defense officials testified that a single 
appropriation would permit a more efficient administration of these 
related functions and continue to provide identifiable operating infor- 
mation regarding each area. 

In addition, the Committee recognizes the fact that the Defense Re- 
organization Act of 1958 had a major impact on the office of the 
Secretary of Defense and that sufficient time has not yet elapsed to 
evaluate fully the organizational effects of that Act. 

For these reasons, the Committee has approved the request for 
$20,500,000 as a single appropriation. 

It is expected, however, that the 1961 budget estimates for these 
functions will show a substantial decrease and that none of the func- 
tions will be allowed to expand out of proportion. 
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CLAIMS, DEPARTMENT OF DEFENSE 


The Committee has approved the budget request of $16,500,000 
for the payment of claims against the United States arising in the 
Department of Defense. This activity continues at approximately 
the same level as in 1959. 

The enactment of Public Law 85-729, which increased from $1,000 
to $5,000 the ceiling on certain administratively settled claims, should 
result in a more efficient and expeditious handling of this program. 


CONTINGENCIES, DEPARTMENT OF DEFENSE 


The Committee approved $30,000,000 as requested in the budget for 
emergencies and extraordinary expenses arising in the Department 
of Defense for confidential military purposes as in previous years. 

While requirements of this nature can not be forecast the Commit- 
tee feels that the Secretary of Defense should have such a fund at his 
personal disposal to meet special requirements. Any unused funds in 
this appropriation lapse at the end of each fiscal year. 


OPERATION AND MAINTENANCE, OLYMPIC WINTER 
GAMES, DEPARTMENT OF DEFENSE 


The Committee recommends $400,000 for this item, the amount of 
the original budget estimate. An additional estimate of $400,000, 
contained in House Document No. 102 has been denied for lack of 
authorization. It should be noted that authorizing legislation for the 
latter sum is pending in the form of H. R. 5674, but has not yet been 
finally enacted. 


SALARIES AND EXPENSES, COURT OF MILITARY AP- 
PEALS, DEPARTMENT OF DEFENSE 


The Committee recommends the amount of the budget request of 
$425,000 for the Court of Military Appeals. This represents an in- 
crease of $19,800 over 1959. The Committee feels that the additional 
funds are warranted due to the increased internal workload of the 
Court. 

During the hearings, the Chief Judge testified that certain dif- 
ferences of opinion had arisen regarding the jurisdiction of the Civil 
Service Commission over the employees of the Court. The problem 
was brought to a head when the Court decided to promote two of its 
employees and the Civil Service Commission disagreed. 

There is a basic issue involved here which is not within the juris- 
diction of the Appropriations Committee, namely, whether the Court 
is, in fact, in the Executive Branch or in the Judiciary Branch of the 
Government. 

The Committee regrets the existence of the problem, but feels that 
any remedy must properly come from legislative rather than from 
appropriation action. 











TITLE III 
PROCUREMENT 
WEAPONS SYSTEM RELIABILITY 


ae hile we have achieved some success in the actual development, 

esting and production of modern weapons systems, there are certain 
areas of weapons procurement which require immediate attention. 

The first of these is in the aspect of weapons systems reliability, in- 
cluding quality control. Some measure of success in this area has been 
achieved, but it is on the whole not satisfactory and much remains to 
be done. There is need for the constant reevaluation of reliability and 
quality control programs in all phases of the procurement field by all 
organizations involved. Emphasis must be placed on the more sophis- 
ticated weapons systems, such as the ballistic miss i'es and nuclear 
powered submarines, but no project can be neglected. 

It is with particular concern, however, that the ¢ vommittee views 
the need for increased emphasis on reliability in the missile area. A 
detailed investigation was made by the Committee staff in this field. 
The study, whic ch hi as been made available to the Department of De- 
fense, points up ce rtain areas which require improvement. 

The services shou'd give increased attention to the writing or amend- 
ing of military specifications to include appropriate retiability re- 
quirements for missile J arts, asi emb — , components, systems and 
other areas where applicab! Suppliers of hardware in this area 
must be required to maintain ry sfinit e tireranin in support of relia- 
bility achievement and the competence of the military services’ in- 
spection organizations must be stre ngthen ed. 


With the many and varie le ompanies and in titutions working in 
research relating to mi sil le program: "the interchange of data about 
parts, components, suppliers and o% her be oi ‘ent information between 
the services and between fom various programs is absolutely essential 


if maximum utilization is to be made of the dollars and technical 
skills available. The Committee fee!s that this interchange at the 
present time is quite inadequate and insists that the Department of 
Defense develop active programs in this area which will call for ex- 
tensive and reliable interchange of information. 

In seeking to achieve the necessary reliability in weapons systems, 
the services have, as usua!, gone in different and varying ways. The 
various approaches that they have taken, if adequately reviewed and 
evaluated, do afford an opportunity for comparison and for the adop- 
tion of the superior features of each program in an overall reliability 
program. The Committee feels that many aspects of these programs 
common to the services require more unified attention and central 
leadership from the Office of the Secretary of Defense than they now 
receive. It will be expected, therefore, th: at this Office will take greater 
initiative in identifying and assessing the common problems in relia- 
bility and in developing integrated programs for their solution. 
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WEAPONS SYSTEM COSTS 


Unfortunately, the one characteristic common to defense procure- 
ment activities has been the spiralling cost of defense procurement 
contracts. This has been attributable to many factors, including the 
use of contracting methods which have resulted in increasing costs 
beyond a reasonable degree. The problem has been a matter of grave 
concern to this Committee and to the Congress for some time, for, 
unless success is achieved in this area and achieved rather quickly, 
the technological break-throughs in weapons developments which 
have taken place in other areas will be much less meaningful. There 
are many factors in this problem, some of which will be treated later, 
but in simplest summary it can be said that success in reducing weap- 
ons systems costs can only be achieved by the fullest cooperation be- 
tween industry, the military services, and the Department of Defense 
in holding down these costs by the use of reasonable and realistic 
specifications and the maximum utilization of formal advertised com- 
petitive bidding for the procurement of defense needs. Congress also 
must play its part in holding down these costs. As a step in this 
direction, the Committee has reduced all procurement appropriations 
by one percent, a total of $131,150,000 in addition to other specific 
reductions set forth elsewhere in this report. ‘This reduction can be 
achieved without adverse effect on defense procurement programs if 
due and diligent attention is given to the use of improved contractual 
methods and procedures. 


PROCUREMENT AND SUPPLY MANAGEMENT 


There are significant general areas in which improvements can be 
made in defense procurement and supply management which will 
undoubtedly result in substantial savings. In the past the Commit- 
tee has pointed out the necessity for a major effort by the Depart- 
ment to eliminate the repeated negotiation of contracts with sole 
sources of supply for articles for which plans and specifications suit- 
able for formal advertising should be available. Some work has 
been done in this area, but much remains to be done and a vigorous 
effort must be made in order that the benefits of competition can be 
made available in these procurement areas. 

The constant use of letter contracts and the failure to take prompt 
definitization action is another area where improvement is needed. 
Despite claims that efforts are being made to curtail the use of 
letter contracts and, where in use, to definitize them promptly, 
testimony before the Committee disclosed that as of the end of 1958 
there were over 30 percent more letter contracts in the Department of 
Defense not finally definitized than had existed on June 30, 1957. 
Such delays result in increased cost to the Government and are de- 
cided handicaps to government contracting officials in dealing with 
business firms. All too frequently military procurement officials use 
letter contracts when neither emergencies nor unknown factors pre- 
vail. They have become a crutch to sloppy procurement practices 
which cannot be tolerated. The Department of Defense is expected 
to take prompt and corrective actions, 
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Emphasis must be placed upon the utilization of existing assets re. 
— of the service immediately controlling the assets. All too 
requently, the military services either cannot or will not see beyond 
the boundaries of their own supply inventories, The Secretary of 
Defense must insist upon a change in these attitudes. Unquestionably, 
extensive dollar savings are available in this area if vigorous action 
is taken by the Office of the Secretary of Defense. 

Unfortunately, the inadequate use of formal advertised contracts 
and the dependence upon some type of a negotiated contract has re- 
sulted in defense procurement officials placing a great deal of empha- 
sis upon negotiation and renegotiation procedures. 

The validity of a negotiated price is directly related to the validity 
of the cost information used by government and industry officials in 
negotiating these prices. All too frequently, negotiation for fixed 
price contracts are based on out-dated and inadequate cost informa- 
tion. Military procurement officials must make an intensive analysis 
and evaluation of contractor’s price proposals and the methods and 
data used in their preparation. Certainly, this aspect of the procure- 
ment process cannot be stressed too strongly to contracting officials 
and industry representatives, 

The advent of missiles and other modern weapon delivery systems 
has seen a growth in the use of the so-called weapons system concept 
of procurement. With this concept has come increased reliance by 
the military upon a single prime contractor for the development of 
an entire weapons system. Without rendering judgment on the valid- 
ity of this procurement method, the Committee desires to point out 
two problems which are basically attributable to it. 

First, a good portion of the work which would be normally done by 
other contractors is done by the prime contractor in his own shops, 
frequently, with government-owned facilities and equipment. The 
increase of “in-house” production by the major prime contractors, and 
its deleterious effect upon small businesses and other contractors, is a 
source of concern to the Committee. Action must be taken to see 
that proper utilization is made of the skills of smaller industries and 
that they are not absorbed or destroyed by the larger contractors. 

Secondly, this concept has resulted in many smaller companies be- 
coming virtually captive subcontractors to a prime contractor. While 
the team concept of prime and subcontractors has some advantages, it 
also has many disadvantages, primarily the lack of competitive bid- 
ding for a large proportion of the dollars in the prime contract, and 
increased costs resulting from this policy. The defense agencies must 
take positive steps promptly to insure the maximum use of unre- 
stricted, formal advertised bidding and competition at all levels of the 
subcontracting tiers. Failure to do so can only result in unwarranted 
and increased procurement costs, as well as an undesirable concen- 
tration of the defense industry in the hands of a relatively few prime 
contractors. 

MOTOR VEHICLES 


The number of motor vehicles needed by the services is always & 
matter of some controversy. Steps have been taken in the past several 
years to reduce the size of these motor vehicle fleets. The Committee 
feels, however, that there is room for continued improvement in this 
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respect. Reduction in numbers of motor vehicles have not been com- 
mensurate with the reductions in military personnel and the closing 
and curtailment of various installations. The Secretary of Defense 
js directed to make a detailed study of this problem, including the 
leasing of passenger motor vehic'es, looking toward reductions in the 
sedan and station wagon fleet of 5 percent. A report of the actions 
taken in this respect should be filed with the Committee not later than 
January 4, 1960. 


AIR FORCE APPROPRIATION CHANGES 


The budget estimates made substantial changes in the appropria- 
tions structure of the procurement accounts of the Air Force for 
fiscal year 1960. Previously, these appropriations had been carried 
in two accounts, one entitled “Aircraft, Missiles and Related Procure- 
ment”, the other, “Procurement Other than Aircraft and Missiles”. 
These have been changed to three new ones in the fiscal year 1960 
budget, namely, “Aircraft Procurement”, “Missile Procurement”, and 
“Other Procurement”. This is based on a desire to furnish the Con- 
gress with more clearly separated expressions of fiscal data and re- 
quirements than has been presented in the past between missiles and 
aircraft. This makes it impossible to compare the funds approved by 
the Committee for each new account with prior year appropriations, as 
is customary in these reports. In summary, however, the budget esti- 
mates considered by the Committee for Air Force procurement ac- 
counts in fiscal year 1960 total $8,175,500,000. The Committee recom- 
mends $7,718,100,000, a reduction of $457,400,000 in the estimates and 
$911,198,000 less than comparable appropriations in fiscal year 1959. 


PROCUREMENT OF EQUIPMENT AND MISSILES, ARMY 


This appropriation provides for the procurement of all major equip- 
ment for the Army, including long lead time items such as guided 
missiles, aircraft, weapons, ammunition, vehicles, and necessary sup- 
porting equipment. 

The Committee recommends an appropriation of $1,232,300,000, 
an increase of $207,600,000 in the budget estimates of $1,024,700,000 
and $437,038,000 less than the appropriation for fiscal year 1959. The 
Committee action on this appropriation is made up of one reduction 
and two additions. The reduction totals $12,400,000 and is directly 
related to the overall reduction in all procurement accounts as pre- 
viously mentioned. The additions include $20,000,000 in support of 
the personnel increases recommended for the Army National Guard 
and the Army Reserves as set forth on page 35 of this report and 
$200,000,000 to provide for the acceleration of the NIKE-ZEUS 
anti-ballistic missile missile program and/or the modernization of 
Army firepower. 

In the formulation of the fiscal year 1960 budget estimates, there 
was considerable controversy among the military and other officials as 
to the funding level of the NIKE-ZEUS program. The Army, at one 
stage, considered a total 1960 estimate of $1,003,000,000 but formally 
requested only a total of $875,000,000—$720,000,000 for procurement, 
$115,000,000 for military construction, $30,000,000 for research and 
development and $10,000,0G0 for operation and maintenance. The 
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Secretary of Defense approved $300,000,000 for research, develop- 
ment, test and evaluation, including certain test facilities. Funds for 
procurement and operational facilities were denied. 

Approximately five months have elapsed since the defense budget 
was presented to Congress. Differences of opinion in the Executive 
Branch with respect to funding for NIKE-ZEUS continue to exist. 
Based on Committee hearings, however, it is fair to ascume that there 
has been further maturity of thought with respect to the course which 
should be followed in this program, with additional weight being 
given to the provision of funds for essential production and procure- 
ment facilities. This is especially true with reference to the need for 
mechanization of production facilities for the literally thousands of 
electronic items required where a high degree of miniaturization has 
been achieved in the research and development programs. ‘Thought 
is also being given to the need for the formulation of production line 
techniques in the preduction of the material required for the radars 
in this weapons system. There is considerable merit to the position 
that additional funds can be economically justified, based only on 
the requirements of the test and evaluation program. 

If this country is to have an adequate defense against the inter- 
continental ballistic missile, it must be made available as promptly 
as possible. At the present time the NIKE-ZEUS program repre- 
sents the major Defense Department effort in this field. 

The Committee does not believe that the budget makes adequate 
rovision for equipping the Army with the firepower weapons it 
1as finally developed, particularly the new rifle, machine gun, and 
DAVY CROCKETT weapon. 

The Committee has been informally advised by the Army that the 
funds available for the procurement program are approximately $217,- 
000,000 short of the amount necessary to finance the requirements of the 
program presented to the Congress in support of the budget estimates, 
This, it is reported, is the result of a miscalculation in the funds to be 

made available from sources other than this specific appropriation 
account. If a mistake of this kind has been made and if in fact such 
a shortage exists, the Committee feels that a supplemental budget 
estimate should be presented to Congress to cover the shortage. The 
Committee does not intend that any of the funds provided above the 
budget estimates for NIKE-ZEUS, fire power modernization, or the 
Reserve forces, be used to make up this shortage. Next year in the 
hearings on the 1961 military budget, the Committee will expect the 
Department of Defense to give a close accounting as to the utilization 
of the additional funds. 

The funds requested in the budget estimates and approved by the 
Committee provide a substantial increase in Army fire power, includ- 
ing provisions for the procurement of essential surface-to-surface 
guided missiles, the HAWK and NIKE-HERCULES surface-to-air 
missiles, and the new DAVY CROCKET weapons system. Produe- 
tion of the M-60 diesel powered medium tank will be initiated and 
procurement will be continued for the new small arms family of 7.62 
mm. weapons and the 106 mm. recoiless rifle. Funds are also provided 
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to increase Army mobility, including procurement of modern Army 
aircraft as well as essential communications and surveillance equip- 
ment and logistic support. 

The modernization of the equipment of the Army continues to pre- 
sent a ser ious problem. One of the primary concerns of the Committee 
is the inordinate amount of time it takes the Army to develop modern 
ordnance and equipment. Army representatives are likewise con- 
cerned about this problem. The ‘Committee urges increased effort to 
reduce the lag between the time an idea is perfected and the time 
equipment is available to troops in the field. 


AIRCRAFT AND RELATED PROCUREMENT, NAVY 


This appropriation provides funds for the purchase of naval air- 
craft, certain guided missiles, and related procurement. The Com- 
mittee recommends $1,969,394,000, an increase of $19,100,000 in the 
budget estimates of $1,950,294,000 and a decrease of $64,401,000 in the 
funds appropriated for fiscal year 1959. The increases recommended 
by the Committee are directly related to anti-submarine warfare and 
provide for twenty addition: al HSS-2 helicopters and eighteen addi- 
tional S2F-3 anti-sub marine sireratt. A reduction of $19,900,000 
has been made as a portion of the overall cut in procurement funds. 

The funds recommended by the Committee will provide for the 
procurement of approximately 700 new aircraft. This quantity, 
when combined with undelivered aircraft from prior years’ programs 
will be suflicient to meet the operational requirements during the 
period covered by this budget program. Over aa percent of these 
aircraft represent the procurement of modern combat aircraft. They 
are equipped with the most advanced electronics gear available and 
are armed with the latest weapons. The aircraft will be assigned to 
attack carrier air groups, anti-submarine squadrons, marine air wings 
and to the air training command to assist in the training of combat 
pilots. 

The new aircraft funded in this program include twin jet-engine 
attack and close support aircraft, jet all-weather carrier based fighters 
including the new F4H, helicopters in support of the Marine Corps 
vertical envelopment technique, anti-submarine warfare aircraft, 
modern training planes, new search, warning and patrol aircraft with 
primary anti-submarine warfare missions and transport aircraft for 
the Marine Corps. 

Procurement of the SPARROW air-to-air missile and the BULL- 
PUP air-to-surface missile as well as certain target drones is con- 
tinued in this program. 

The aircraft modernization program approved by the Committee 
includes funds for electronics countermeasures, armament and fire 
control, safety flight items and anti-submarine warfare equipment. 

The Committee is concerned with the situation confronting the 
Navy whereby it is forced in the fiscal year 1960 program to purchase 
numerous types of aircraft in small numbers. A close analysis should 
be made of ‘the aircraft procurement needs of the Navy with attention 
given to procuring fewer types of aircraft and in such quantities as 
would provide the most economical cost to the Government. 
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SHIPBUILDING AND CONVERSION, NAVY 


The budget estimate for shipbuilding and conversion is $1,498,- 
200,000. The Committee recommends $1,322,000,000, a reduction of 
$176,200,000 in the estimates and $747,400,000 below the amount appro- 

riated for the current fiscal year. This appropriation includes 

unds for the fiscal year 1952-60 shipbuilding and conversion programs 
as well as procurement of certain long lead-time items for the fiscal 
year 1961 program and related communications, navigation, ordnance 
and detection equipment for the various ships. A complete list of the 
ships included by the Committee follows: 


Ship 
New construction : Number 
I i a il a a os ae 3 
I ak Le ceeeuhipritimeaaneniielll 4 
I I a cketeetteetncnilyogngrinee- mmm inte arccoiminal 4 
Submarine Tender (fleet ballistic missile) _..___.___.__--__-----_____-_-___ 1 
Sun NE OC to en ee cnet 1 
isl bs ln sich cae dala nh palais ioe laser a acl 1 
I ns tinahtin ncaa erbhenge mapa tpionirtmivenniyes alin 2 
Io 00 CNN es «sr coeeemitnepeninenes quenimermtasbil 1 
I nn as a cle enrciniiaentpenteetnines nnuin duncan ete 1 
Geeeeanenc muemenrcm Snipa. 20622 2b. bo oh Lick cuenta 1 
Miscellaneous small service and landing craft--..-..-------------. (*) 
Conversions: 

I i i ieee seeneneensncprreciin suchen ee 
a as asin eiibn abianiigieneg dieses Sipe aimed ini isis 8 
cg ERA TUE SEER eee Se CNG RESINS E TLE 1 
Technical Research Ship (converted liberty ship)---_.---------------- 1 
muiseie Renee tustramentation Ship... ~~... 2... ns ncn line 1 
Advanced Aviation Base Ship (converted LST) ~---------------------- 1 
I daca rated ee cs kfc as ign nsx er de oo aa cases dette lh baa hes tale 32 


2 Not applicable. 


These ships, including a guided missile destroyer and a nuclear pow- 
ered submarine added by the Committee, will increase the anti-sub- 
marine warfare capability of the Navy, provide for needed research 
activities, and carry out other naval missions. It should be noted that 
two of the ships, the amphibious transport dock and the amphibious 
assault ship, are in support of the Marine Corps and provide further 
implementation of their vertical envelopment assault technique. 


AIRCRAFT CARRIER 


Funds in the amount of $260,000,000 were requested for the pro- 
curement of a conventional powered Forrestal Class attack-carrier. 
In determining what action to take on this request the committee 
concerned itself not with the question of whether we need attack 
carriers in the defense forces but rather with the question of how 
many of these carriers we need and whether or not the carrier force 
in being plus the three now under construction is adequate for the 
present. 

The total active carrier force at present is 23 vessels, of which 14 are 
attack carriers and the remainder are anti-submarine warfare carriers. 
There are three attack carriers now under construction which will 
serve to either augment the fleet, or replace older attack carriers. Tes- 
timony indicated that, even during the recent Lebanon and Taiwan 
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crises there were but seven or eight attack carriers on station overseas 
or en route. In non-crisis periods, there are four to five such vessels 
on station. Under these circumstances, and in the light of the lag in 
the more essential anti-submarine warfare mission, the Committee has 
eliminated funds for the proposed carrier and recommends appropria- 
tions above the budget estimates for the anti-submarine mission. 


SHIPYARD INVENTORIES 


The Committee is concerned with the policy at existing Government 
ship yards as it relates to the practice of reserving materials for _ 
and the validity of the inventory of materials available in these yards. 
Much has been done to alleviate problems existing in these areas, but, 
the Navy will be expected to take vigorous steps in these areas in the 
immediate future to insure the maximum utilization of all existing 
materials and the formulation of accurate requirements for the pur- 
chase of additional materials and supplies. 


PROCUREMENT OF ORDNANCE AND AMMUNITION, 
NAVY 


The budget estimate for this appropriation item is $564,069,000. 
The Committee recommends $627,369,000, an increase of $63,300,000 
in the estimates and $24,834,000 above the appropriations for fiscal 
year 1959. The funds recommended by the Committee include an 
increase of $69,600,000 for certain anti-submarine warfare programs 
and a reduction of $6,300,000 as a result of the previously. mentioned 
overall reduction in procurement items. 

In addition to the programs for conventional ammunition and ord- 
nance required to maintain the proper readiness in our fleet there are 
two major programs in this appropriation, guided missiles and anti- 
submarine warfare. 

In the missile field, this program supports the fleet ballistic missile 
POLARIS. The Committee can not over-emphasize the need for 
maximum effort in this missile program. Progress has been excel- 
lent and should be continued in the same vein so that this highly 
essential weapons system can be added to our defense arsenal at the 
earliest possible moment. In other portions of the guided missile area, 
this appropriation provides procurement of the SIDEWINDER 
air-to-air missile, including a small pilot lot for a new version which 
it is hoped will double its effectiveness. Support is also provided for 
the TALOS and TERRIER surface-to-air missiles now operational 
in the fleet and for continued production of the new TARTAR sur- 
face-to-air missile, primarily for the protection of the destroyers. 

This appropriation represents major contributions toward the anti- 
submarine warfare effort of the Navy including purchase of the 
ASROC (rocket assisted anti-submarine missile) system and the 
SUBROC development which will furnish submarines with a greater 
kill potential. The bill includes funds for the first year of a pro- 
gram for fleet rehabilitation and modernization. This pregram, with 
an estimated ordnance cost of approximately $100 million over a five 
year period, will extend a capability for modern anti-submarine war- 
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fare weapons to more than 200 older active fleet vessels. The conver- 
sion portion of this modernization program is funded in the ship- 
building and conversion appropriation item. It will not only add 
immeasurably to the anti-submarine warfare capability of our fleet 
but also to the useful life of these highly important ships. 


PROCUREMENT, MARINE CORPS 


The Committee has approved $133,850,000 for Marine Corps pro- 
curement, a reduction of $1,350,000 in the budget estimates of $135,- 
200,000, and $108,850,000 above the appropri ition for fiscal year lf 959, 
The reduction approved by the Committee relates solely to the prev- 
iously mentioned cut in all procurement appropriations. The amount 
of money appropriated for this appropriation item does not repre- 
sent the true status of the funds available. As a matter of fact, this 
represents the first sizeable appropriation for Marine Corps procure- 
ment in several years. This is as a result of maximum utilization of 
assets existing at the close of the hostilities in Korea and a realistic 
procurement program directly related to the new concepts of Marine 
Corps military techniques. Actually, the funds approved by the Com- 
mittee, when coupled with existing unobligated balances will provide 
approximately $258,330,000 for obligation in fiscal year 1960. 

the funds approved by the Committee will provide the first year’s 
portion of a four-year program to phase the new family of 7.62 mm 
infantry small arms weapons into the Marine forces and will provide 
the Corps with anti-tank ammunition capable of defe: ating the heaviest 
known enemy armo:’. Marine Corps fire power will be improved 
by the procurement of additional missiles systems, including the 
HAWK, RED-EYE, and TERRIER surface-to-air systems and the 
LACROSSE surface-to-surface missile system. Major improvement 
in communication capability represented by additional modern radios 
and increased mobility with equipment sectionalized wherever prac- 
ticable to provide for helicopter transportability are also funded in 
this program. The funds approved by the C Sahuikton are adequate 
to enable the Corps to fulfill its traditional role in the defense posture 
of this country as a major part of the nation’s force in readiness, 


AIRCRAFT PROCUREMENT, AIR FORCE 


The Committee has approved $4,165,700,000 for the aircraft pro- 
curement program of the Air Force, a reduction of $243,400,000 in the 
budget estimates of $4,409,100,000. This is a new appropriation 
which provides funds for the procurement of aircraft, associated 
ground equipment and certain development, tests and evaluation costs. 
Funds are also included for aircraft modification programs, electronic 
counter-measures equipment and other miscellaneous items related 
solely to the procurement of aircraft. 

The decreases made by the Committee include a reduction of $42, 
000,000 relating to the overall reduction in procurement funds and 

specific reductions for individual programs as follows: 

Jet Cargo Planes.—$53,500,000 was requested for the procurement 
of ten jet propelled cargo aircraft for use in the MATS fleet. Ade- 
quate transport capacity for this portion of the MATS mission exists 
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in private commercial aircraft during the present cold war situation 
and in the Civil Reserve Air Fleet in the event of mobilization. 
Accordingly, the request for these funds is denied. 

Jet Utility Trainer and Jet Navigation Trainer—Funds were re- 
uested in the amount of $24,500,000 for fifteen jet utility trainers 
and $23,400,000 for fourteen so-called jet navigation trainers. These 
aircraft are actually administrative types and are not regarded by 
the Committee as essential. Funds for this type aircraft have been 
denied in the past. The Committee sees no reason to change its pre- 
vious denials in this respect and has eliminated the funds requested 
from the bill. Other aircraft now in inventory and under procure- 
ment are sufficient to meet any training requirements in this area. 

Aircraft Modifications—The budget estimates contained $647,- 
800,000 for aircraft modifications, including about $200,000,000 of a 
contingency nature not earmarked for specific items. While the Com- 
mittee feels that some funds will be required for this particular con- 
tingency, it believes that the amount requested is excessive and accord- 
ingly has made a reduction of $100,000,000 in the estimates. 

The funds approved by the Committee provide for the continued 
procurement of strategic bombers and necessary supporting jet tank- 
ers, including 40 supersonic B-58 bombers, 70 B-52 bombers, 96 
KC-135 tankers and continued development of the so-called B-70 
chemical bomber. Also provided are necessary funds for tactical 
fighters, development work for a long-range supersonic interceptor, 
essential troop carrier transports, air-borne early warning and control 
aircraft, jet trainers and helicopters, in total 654 aircraft of all types. 


MISSILE PROCUREMENT, AIR FORCE 


This is a new appropriation item which provides funds for the 
procurement of ballistic and non-ballistie missiles and related equip- 
ment. The Committee recommends $2,448,300,000, a reduction of 
$152,900,000 in the budget estimates of $2,601,200,000. 

The action of the Committee is as a result of several changes in the 
budget program. As previously discussed under the heading “Missile 
Gap” on page 12 of this report, an additional $85,000,000 is approved 
for an accelerated ATLAS ICBM program and $77,000,000 for the 
acceleration of the MINUTEMAN solid propellant ICBM program. 

A reduction of $24,700,000 is recommended by the Committee, based 
on the overall reduction in all procurement accounts as explained 
earlier in this report. 

Funds were requested for procurement of the MACE ground 
launched tactical missile. This is a sub-sonic missile which is actually 
a pilot-less aircraft and is a follow-on of the MATADOR missile, now 
deployed with Air Force troops in overseas areas. It is noted that 
the Navy cancelled the REGULUS II missile, of the same general 
type but with supersonic speed and more desirable operational char- 
acteristics, as being outmoded and no longer required in the defense 
program. The Committee believes that existing weapons systems 
available to the military services are sufficient to meet the operational 
requirements envisaged for this missile and accordingly denies the 
request of $127,500,000 for procurement of the MACE. 
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As discussed on pages 14-16 of this report, the funds requested for 
procurement of the BOMARC surface-to-air defense missile have been 
reduced by $162,700,000. 

The funds recommended by the Committee, plus certain reimburse- 
ments and recoupments from prior year programs will provide $2,634,- 
900,000 for the missile program, including $1,694,900,000 for the bal- 
listic missiles and $940,000,000 for other missiles. Included in the 
ballistic missile category are the ATLAS, TITAN, and MINUTE- 
MAN ICBM’s and minor procurement for the THOR intermediate 
range ballistic missile. The other missile category includes funds for 
the air-launched HOUND DOG air-to-surface missile, BOMARC sur- 
face-to-air missiles, certain guided rockets for air-to-air missions as 
well as for the air-launched decoy missile QUAIL and certain essential 
target drones. 


OTHER PROCUREMENT, AIR FORCE 


This is the third new appropriation item in the Air Force procure- 
ment program. It is composed of funds for the support of electronics 
and tele-communication programs as well as those required for essen- 
tial organizational and base equipment. The Committee recommends 
$1,104,100,000, a reduction of $61,100,000 in the budget estimates of 
$1,165,200,000. The reductions made by the Committee include 
$11,100,000 as a result of the overall reduction in all procurement ap- 
proriations and a reduction of $50,000,000 in the radar improvement 
programs. 

The Air Force request contains funds to continue the Radar Im- 
provement Program initially started in prior years. Basically, the 
funds requested would provide for the replacement of existing radars 
with improved radars that have a longer range capability. ‘There is 
no objection to this program as such, however, it is apparent that the 
procurement of the improved radars can be phased over a longer period 
of time to allow for the maximum implementation of technical im- 
provements occuring in this field. 

Funds are provided in sufficient amounts for continued procurement 
in support of the ballistic missile early warning system, continental 
air defense and other essential electronic and tele-communication 
programs, 
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TITLE IV 
RESEARCH, DEVELOPMENT, TEST, AND EVALUATION 


The appropriations under this heading include the amounts for- 
merly carried in appropriations for “Research and Development” and 
in addition include some of the development, test, and evaluation sup- 
port costs heretofore carried in the procurement and operation and 
maintenance appropriations. The change in the budget format has 
been made in order to differentiate more clearly between research, 
development, test, and evaluation on the one hand and procure- 
ment of items for operational inventories on the other. Although 
this format presents the appropriations on a functional rather than 
organizational basis, the individual appropriations of the services 
have been retained and the Secretary of Defense is given no new au- 
thority over these appropriations. 

The budget estimates under this title total $3,772,335,000. The 
Commitice recommends a total of $3,827,335,000 for these items, an in- 
crease of $55,000,000 in the budget request. The funds are distributed 
organizationally as follows: 


[In mi'lions of dollars] 





Budget Committee | Increase (+) 














request action or decrease 
(~) 
Army (including AFSW P and NSA).-.....-....---..--2.-... $1, 046.5 Oe, GON 6 Toc ‘ 
Navy is tinele'n idijeneithh Reo diac dadeintina eee 979. 9 1,015.9 +245 
I ont nas dankicennctacedasieundes snake rbaeeaee 1,149.9 1,159.9 +10 
Advanced Research Projects Agemcy_..............---.-..--. 455. 0 WB OR hstindadbikicd 
EET BUIUL onccnswodiiechncemacemsuiadnanemaiesiamtenmiin mate tae 159.0 | Se Diciuinsedenminin 
SIR nic tciacean inuie aoatbiiamnicictninncatisneiiiada aia peceennis | 3, 772.3 3, 827.3 +55 








A distribution of the funds recommended by major activity shows 
that the most heavily funded activity is missiles and related equip- 
ment. The tabulation is as follows: 


{Thousands of dollars] 
Major activity: 


mmmmrnU SY URI Sg Oe LO kt te deeb peuaesnneiodsccliaie salen $150, 000 
SNIDER! DORON asada ith i i id oh led detbebte een 364, 153 
mareract and related equipment. .sss Ge 496, 310 
seieplics: and.related equipmentsnc cna dscnci eval acccusnscanslda 1, 417, 768 
Military astronautics and related equipment__._._.__.-__________ 309, 150 
Ships and small craft and related equipment__._._______________ 161, 506 
Ordnance, combat vehicles, and related equipment_....._________ 229, 063 
meaeni eUnnineiemtes Sa es sot Or ico Lee ae 441, 003 
Programwide management and support_...........-.__________ 213, 382 
Committee addition for antisubmarine warfare.__..c..._..-____. 45, 000 

eee ot eh oe 8, 827, 335 
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The comparable total appropriations for prior fiscal years are diffi- 
cult to determine but are estimated to be $3,584,070,300 for fiscal year 
1959, and $2,257,773,000 for fiscal year 1958. In addition to the 
$3,827,335,000 recommended under this title for fiscal year 1960, there 
are $1,600,171,000 in procurement accounts in support of development, 
test, and evaluation programs divided as follows: none to the Army; 
$281,571,000 to the Navy; and $1,318,600,000 to the Air Force. This 
makes a total of $5,427,506,000 available for research, development, 
test, and evaluation programs. 


DIRECTOR OF RESEARCH AND ENGINEERING 


In the Office of the Secretary of Defense there has been established 
the position of Director of Defense Research and Engineering. De- 
tailed responsibilities of this position are contained in Department of 
Defense Directive No. 5129.1 dated February 10,1959. The position 
was established to acquire better coordination and the elimination of 
unnecessary duplication in all the research and engineering programs 
of the Department of Defense. This was a move long overdue. It is 
in the research and development stage on similar weapons systems 
that the major service eaivine begin. A strong hand at this point 
will save many a hard decision later. It is to be hoped that the new 
office will fill the need. 


USE OF FOREIGN CURRENCIES 


Testimony indicated that each of the services has contracts with 
individuals and institutions outside of the United States for research 
and development work. The Air Force in fiscal year 1960 will have 
234 contracts with a total value of $6,996,000; the Army plans to 
spend $600,000 and the Navy has total obligations of $857,705. The 
Department of Defense is directed that wherever possible foreign 
currencies or credits owed to or owned by the Treasury of the United 
States be purchased and used in lieu of dollars for payments under 
these contracts. The dollars spent for the purchase of foreign cur- 
rencies will revert to the Treasury with resultant savings to the tax- 
payer. The Committee requests that a report on foreign currencies 
used be submitted at the time of the Committee hearings on the fiscal 
year 1961 Budget. 


RESEARCH, DEVELOPMENT, TEST, AND EVALUATION, 
ARMY 


The Committee recommends appropriation of the $1,046,515,000 
budget request for the research, development, test, and evaluation pro- 
grams of the Army without change. This is an increase of $135,257,- 
000 above the comparable fiscal year 1959 appropriation of $911,258,- 
000. The major portion of this increase is due to the NIKE-ZEUS 
and the equipment modernization programs. 

Under the fiscal year 1959 Budget format the funds recommended 
would have been distributed as follows: Operation and Maintenance, 
Army, $14,215,000; Procurement of Equipment and Missiles, Army, 
$459,300,000; and Research and Development, Army, $573,000,000. 
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LAG IN DEVELOPMENT OF WEAPONS FOR GROUND TROOPS 


The Committee feels that the Army’s research and development 
programs have not produced needed weapons and other items for the 
use of ground troops in a satisfactory manner. Great strides have 
been made in recent years in developing new air and sea weapons, such 
as ballistic missiles and nuclear powered submarines but the weapons 
which have been evolved for the use of the ground soldier have been 
much less spectacular. The same industry and effort which enabled 
the Army to develop the JUPITER Intermediate Range Ballistic Mis- 
sile should be applied to the less glamorous weapons required by the 
field soldiers. In short, the Committee is anxious to see some of the 
new weapons for the ground troops of which Army research and devel- 
opment representatives have talked become operational equipment in 
the Army’s inventory. 

The Army Research, Development, Test, and Evaluation program 
is placed in several budget categories. Following is a summary of 
some of the major items in each of the categories. 


MILITARY SCIENCES 


For “Military Sciences”, there is requested and recommended 
$117,174,000 which includes $27,440,000 for the Armed Forces Special 
Weapons Project. Within this category are found programs for med- 
ical research, chemical and biological warfare research, personnel re- 
search, communications-electronics research, and materials research. 


AIRCRAFT PROGRAM 


The budget request and Committee recommendation for “Aircraft 
and Related Equipment” is $24,101,000. This program supports the 
effort on the Army’s light transport aircraft, the Caribou; and efforts 
to develop a vehicle that will combine the vertical take-off and land- 
ing capabilities of the helicopter with the forward flight characteris- 
tics of the fixed wing aircraft. 


MISSILES PROGRAM 


The missiles area receives the greatest portion of the Army’s re- 
search and development funds; about 52 percent of the entire pro- 
gram, or $543,330,000. Of this amount the NIKE-ZEUS program 
for development of an anti-ballistic missile missile accounts for $239,- 
000,000. Additional NIKE-ZEUS funds are in the Army procure- 
ment program. The PERSHING missile, which is being developed 
to replace the REDSTONE for the support of the field army, is 
another significant item in this program. The surface-to-air missiles, 
NIKE-HERCULES, MAULER, REDEYE and HAWK, also re- 
ceive funds in this category. Funds are also programmed for the 
LACROSSE, which is for close support of ground troops, and for the 
SERGEANT, a longer range solid propellant guided missile which 
will replace the liquid fueled CORPORAL. 
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SHIPS AND SMALL CRAFT 


An appropriation of $170,000 is programmed for the small amount 
of independent work which the Army Eeqnte on developinent of 
small boats for ship-to-shore and over-the-beach operations. 


ORDNANCE, COMBAT VEHICLES, AND RELATED EQUIPMENT 


In this year’s budget, the R.D.T. & E. program for all combat 
vehicles, artillery, small arms, and ammunition, is grouped in one 
category entitled “Ordnance, Combat Vehicles, and Related Equip- 
ment”. There is requested and recommended an appropriation of 
$124,414,000 for this program. Programs included here are the devel- 
opment of new air transportable armored personnel carriers, a new 
light truck family and improved armament for tanks. Research and 
development in firepower other than missiles is included here, includ- 
ing the DAVY CROCKETT system, the LITTLE JOHN free rocket 
and its atomic warhead, new artillery weapons, and improvements in 
conventional ammunition. 


OTHER EQUIPMENT 


An appropriation of $177,485,000 was requested and recommended 
for the program “Other Equipment”, which includes $33,177,000 for a 
Department of Defense classified activity and work on communications 
equipment, combat surveillance projects and other equipment used in 
combat for the field army. 


PROGRAMWIDE MANAGEMENT AND SUPPORT 


The budget category entitled “Programwide Management and Sup- 
port” includes funds for operation and management of research and 
development facilities, laliceterias: proving grounds and missile 
ranges. ‘This includes procurement of general purpose capital equip- 
ment, minor construction, and administrative and logistical overhead. 
The appropriation requested and recommended for this budget cate- 
gory is $59,841,000. 


RESEARCH, DEVELOPMENT, TEST, AND EVALUATION, 
NAVY 


The Committee recommends an appropriation of $1,015,920,000 
for this program, an increase of $45,000,000 in the budget request 
of $970,920,000. The increase has been recommended for the purpose 
of expanding and expediting research in the critical area of anti- 
submarine warfare. The total of the 1959 fiscal year appropriations 
comparable to this account is $979,775,300. The amount recom- 
mended for fiscal year 1960 is $36,144,700 more than the fiscal year 
1959 appropriation. In addition, the appropriations for Navy pro- 
curement contain $281,571,000 for support of development, test, and 
evaluation items, 
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Under the fiscal year 1959 budget format, the fiscal year 1960 appro- 
priation of $1,015,920,000 would be distributed as follows: 


ED GRO DOCMILIGS, NO GY cecseneecntisinricacaevlicheetintiehagiiiebtapata a ceralabie $9, 926, 000 
RCS EINE INCI cnc rie denies ansiscetece ears eneaniislintaneiiatile daliaitinintl insiiniinnaiet 483, 000 
ne Core OOpe ANd MeMITIC®.. cn now eeneaibewnsaapee 800, 000 
ne nl fachition: Navyo ok eh cee Ge 1, 111, 000 
INL OCEAEI OR, IN AV Fh gen sits eh acini wih aedtn nia latina eatin Ntiniclpbial 21, 363, 000 
en RIOD SO TRU CINE os a: cpncsadi-n denied iecekbnstimebiniy taeiehanicienabnaneonn 6, 800, 000 
Aircraft and Related Procurement, Navy__...--------_--------.-- 39, 706, 000 
Seeuuam™g and Conversion, Navy... nen 21, 800, 000 
Procurement of Ordnance and Ammunition, Navy_...--._-._------ 85, 931, 000 
Besearch and development, Navy.--------------------------..--. 828, 000, 000 


In his statement to the Committee, Rear Adm. John T. Hayward, 
Assistant Chief of Naval Operations (Research and Development) 
stated the following principal objectives of the Navy R.D.T. & E. 
program : 

The principal objectives of this program are: Increased 
ASW effectiveness. Improved striking force capability, in- 
cluding POLARIS, the application of nuclear propulsion to 
Naval systems, improved electronic countermeasures capa- 
bility, an increased effectiveness of offensive and defensive 
missiles and aircraft systems. Increased air defense effect- 
iveness, especially in long-range detection, tactical data 
processing and control of ‘aircraft and missiles. Increased 
amphibious capability with emphasis on dispersed and verti- 
cal envelopment operations. Exploitation of space technol- 
ogy for improvement of the Navy’s combat capabilities. A 
broad and comprehensive program of basic and supporting 
research to provide for our future capability. 


ANTI-SUBMARINE WARFARE 


It was developed during the hearings that the basic budget sub- 
mitted by the Secret: ry of the Navy to the Secretary of ‘Defense 
contained $174,692,000 for anti-submarine ws arfare research, develop- 
ment, test and evaluation plus an additional request for $42,703,000 
for additional items required but with a slightly lower priority. The 
President’s Budget did not include this additional request. When 
questioned as to the adequacy of the Budget’s funds, Adm. Hayward 
testified as follows: 


I still feel that the R. & D. effort is inadequate with the 
level funding because the effort continues to godown. You 
get these horrible choices of what we are going to do. This 
is getting more and more evident to me, that we are not doing 
as much as we can, technically taking advantages of all of 
the proposals that we have in this field. 


In other testimony, Rear Adm. Charles E. Weakley, the Navy's 
anti-submarine warfare readiness executive, submitted a list of addi- 
tional requirements for anti-submarine warfare not included in the 
Budget. This list included such research, development, test, and 
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evaluation programs as development of a simplified, modern anti- 
submarine we: gow system suitable for back-fitting older destroyers, 
acceleration of development of anti-submarine torpedoes, hydro- 
graphic and oceanographic research, improved underwater commun- 
ications, development of various detection, classification, and counter- 
measures equipments and ASW seaplane and helicopter develop. 
ment. 

The Committee requested and received a classified list of anti-sub- 
marine warfare projects which are needed but are not funded in 
the FY 1960 budget. It is with the background of this testimony 
and this information that the Committee recommends appropriation 
of $45,000,000 in addition to the $174,692,000 in the budget estimate 
for Research, Development, Test, and Evaluation for anti-submarine 
warfare. 

The development of weapon systems accounts for over $500,000,000 
in the Navy program. The POLARIS submarine-launched inter- 
mediate range ballistic missile will receive $220,000,000. Slightly 
more than $100,000,000 has been allocated to the development of 
guided missiles other than the POLARIS. Of these, the TARTAR 
surface-to-air missile will be funded in the amount of $25,420,000, 

The Navy’s written justifications on their research, development, 
test and evaluation program do not include information as to the 
funds allocated for the operation and maintenance type support of 
research and development facilities. The Army includes a budget 
category entitled “Programwide Management and Support”, and 
the Air Force does also. Since it is important that the Committee 
be aware of this type of cost, it is requested that the Navy in their 
future written justifications include this information. 


RESEARCH, DEVELOPMENT, TEST, AND EVALUATION, 
AIR FORCE 


The Committee recommends appropriation of $1,159,900,000 for this 
program, 2n increase of $10,000,000 in the budget estimate of $1,149,- 
900,000. This increase is for the purpose of accelerating the develop- 
ment program for the MINUTEMAN intercontinental ballistic 
missile and is made in conjunction with the Committee’s recommended 
increase of $77,000,000 additional to accelerate the program for 
MINUTEMAN financed under “Missile Procurement, Air Force.” 

As was true with the other Services, the research, development, test, 
and evaluation appropriation for the Air Force contains funds that 
in prior years were included in several appropriation titles. The 
estimated fiscal year 1959 appropriation which would be comparable 
to the $1,159,900,000 recommended for fiscal year 1960 is $1,023,- 

37,000; therefore, the appropriation recommended for this program 
for fiscal year 1960 exceeds comparable amounts appropriated for 
fiscal year 1959 by $136,863,000. 
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DISTRIBUTION OF FUNDS ON 1959 BUDGET BASIS 


If the fiscal year 1960 recommendation was presented in the budget 
format of fiscal year 1959 the $1,159,900,000 would be distributed as 
follows : 


Aircraft, Missiles and Related Procurement___..--...---_______ $256, 100, 000 
Procurement Other Than Aircraft and Missiles._..ttu....._..-__ 123, 600, 000 
SOS GEOR EP WOUUO INNO il ast See 760, 000, 000 
Gperation and Maintenance._.....~. 2.221. eit 20, 200, 000 
1, 159, 900, 000 

RECOUPMENTS 


The Air Force expects to augment its fiscal year 1960 appropria- 
tion with $10,000,000 in recoupments. Including the anticipated 
recoupments and the $10,000,000 increase recommended by the Com- 
mittee, the Air Force will be able to finance a R.D.T. & E. program of 
$1,169,900,000. 

FUNDS IN PROCUREMENT ACCOUNTS 


In addition, the Air Force has $1,318,600,000 in new obligational 
authority in its procurement accounts for support of development, 
testing, and evaluation of such items as the B-70, F-108, B-58, 
TITAN, ATLAS, MINUTEMAN, and BOMARC. 


DISTRIBUTION OF FUNDS BY MANAGEMENT PROGRAM 


The distribution of Research, Development, Test and Evalua- 
tion funds on the basis of the Air Force management program struc- 
ture, including the $10,000,000 recommended increase and the 
$10,000,000 anticipated recoupment, is shown in the following tabula- 
tion for fiscal years 1958, 1959, and 1960, 





Fiscal year | Fiscal year | Fiscal year 
1958 1960 


o | | | 





tn CONOR... . <n ouutuuvtumaneeebabanentaddameaie 453. 2 530. 1 448.1 
EE LAS PI 300. 9 273.8 366. 8 
a euneeadiatadaaiica nina ee 328. 5 343. 2 355. 0 

ca ch a cl cal 1, 082. 6 1, 147.1 1, 169.9 





DEVELOPMENT PROGRAM 
STRATEGIC WEAPONS SYSTEMS 


The major emphasis in the Air Force development program is on 
strategic weapons systems, for which $182,300,000 is allocated. $12,- 
000,000 is programmed to be spent for further development of the 
ATLAS intercontinental ballistic missile and $6,500,000 for the 
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TITAN ICBM. The Air Force has programmed $20,000,000 for 
development of the solid propellant ICBM MINUTEMAN. The 
Committee has recommended an increase of $10,000,00 in this program, 

There is $10,000,000 programmed for the continuation of design and 
development of the B-70 mach 3 strategic bomber, which is planned 
as the follow-on for the B-52. $23,000,000 is programmed for devel- 
opment of an anti-radar missile. This is a positive electronic counter. 
measure which would enable our manned bombers to better penetrate 
well-defended enemy territory by destroying enemy detection and 
control equipment. 


NUCLEAR PROPULSION FOR AIRCRAFT 


The program includes $75,000,000 for development of nuclear pro- 
pulsion for aircraft. This represents the Air Force share of this joint 
program with the Atomic Energy Commission. Most of the funds 
for fiscal year 1960 will be used for the X-211 General Electric Direct 
Cycle Engine. 

AIR DEFENSE 


There is $77.6 million allocated for further developments in air 
defense. This includes $22.5 million for improvement and testing of 
advanced components and sub-systems of the continental aircraft con- 
trol and warning system, and $15 million in support of the ballistic 
missile defense system. 


TACTICAL WEAPONS SYSTEMS 


The $28 million for development of tactical weapons systems in- 
cludes $16.6 million for the development of a dispersed site fighter air- 
craft. This program is aimed at the development of a fighter aircraft 
which could operate from very short runways or under certain condi- 
tions, take off and land vertically. Such an aircraft would offer not 
only tactical military advantages but would not require the long and 
expensive runways required by other modern aircraft. 


SUPPORT SYSTEMS 


There is $116.9 million programmed for “support systems”. Of this 
amount, $20.8 million and $16.6 million are for two systems which 
would improve acquisition, analysis and rapid communication and 
distribution of intelligence data. There is $35 million in this category 
for development of the DYNASOAR. This is not being developed as 
a weapons system but is to be used as a vehicle for the exploration of 
the upper atmosphere. 

OPERATIONAL SUPPORT 


Items for operational support have been alloted $43.3 million. This 
includes electronic countermeasure and ferret equipment, navigation 
and guidance systems, flight control systems, and related equipment. 
This area also includes the protection and sustenance of personnel and 
human performance. This includes projects such as pressure suits, 
flash blindness protectors, helmets, and in-flight feeding equipment. 
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ResearcH Program 


The Air Force research program can be divided into three parts: 
Basic research, applied research, and research support. Funds pro- 
gramed total $366,800,000 divided as follows: Basic research, $49,- 
500,000; Applied Research, $279,400,000; and Research Support, 
$37,900,000. 

Center OPERATIONS 


The Air Force program includes $355,000,000 for center operations. 
The largest single item in this area is pay of civilian personnel; $139,- 
600,000. This provides the personnel required to perform housekeep- 
ing, aircraft maintenance, guard service and fire fighting duties as well 
as scientific and technical personnel. There is $100,700,000 programed 
for contractor operated installations. This covers the cost of contract 
operation of the Atlantic Missile Test Range, the Arnold Engineering 
Development Center, and several other smaller facilities. The re- 
mainder of the $355,000,000 provides supplies and equipment, travel 
and transportation, contract technical services, and other items of this 
nature. 


SALARIES AND EXPENSES, ADVANCED RESEARCH 
PROJECTS AGENCY 


The work assigned the Advanced Research Projects Agency for 
fiscal year 1960 is primarily concerned with the application of space 
technology to military problems, investigation of improved methods of 
defense against ballistic missiles, and with propellent chemistry. 

The Committee has approved the budget request of $455,000,000 to 
earry out ARPA’s programs. The appropriation for ARPA for fiscal 
year 1959 was $520,000,000. However, estimated adjustments by 
transfers would decrease this amount by $120,258,000. This includes 
$59,200,000 for transfer to the National Aeronautics and Space 
Administration and $57,710,000 for transfer to the Army. The total 
estimated ARPA obligations for fiscal 1959 are $427,326,000. There- 
fore, the total estimated obligations for fiscal year 1960 are approxi- 
mately $30,000,000 above the level for fiscal year 1959. 

Some of the programs transferred to NASA in fiscal year 1959 are: 
the man in space program, the lunar probes and explorer satellites, 
meteorology research, and the high energy upper stage or CENTAUR 
project. 

It was testified that the relationships between ARPA and the mili- 
tary services and the Director of Research and Engineering are 
smooth and harmonious. It was further testified that at the time of 
the hearings the activities of NASA had not inhibited or restricted the 
work of ARPA. However, rumors to the contrary have persisted. 
Anything less than full cooperation andthe free exchange of informa- 
tion among the research agencies of the government would inhibit 
vital programs and waste time and money. Any problems of this 
nature that develop in the future will require immediate corrective 
action, 
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EMERGENCY FUND, DEPARTMENT OF DEFENSE 


For fiscal year 1960, the Committee recommends the appropriation 
of $150,000,000 for the Emergency Fund, plus the authority to trans- 
fer up to $150,000,000 from other appropriations available to the De- 
partment of Defense for obligation during fiscal year 1960. This is 
the same as the amount saealad by the Congress for this purpose in 
the current fiscal year and is the Budget request. The Emergency 
Fund is essentially for research, development, test and evaluation, 
Since by the very nature of research and development, it is impossible 
to foresee the fiscal requirements which can arise from an unexpected 
technological breakthrough, the Emergency Fund gives the Depart- 
ment of Defense the flexibility required to exploit new development 
opportunities. Unforeseen breakthroughs can be most significant and 
it is of great value to the Department to be able to exploit them with- 
out delay. 

The current status of this fund is as follows: 


Summary of fiscal year 1959 emergency fund transfers as of Apr. 21, 1959 


I. Availability: 





hoi cin cthdseckichindainh caiman $150, 000, 000 

NT acct etcginret peat pthmnnresinetonemntine 18, 500, 000 

Eee a ee a 2. ianpeanagens 168, 500, 000 

I iis ia sattcbigneedetnsaesvapeincinas dm pebt nein dimakaiinds 65, 750, 250 

Re IOI iii sii nants rett bm epeicetneie ending te cieendrtntsied 102, 749, 750 

Te Oe ee» 0 ater cwiahseninpreneneecninsepenans 18, 500, 000 
III. Details of transfers out: 

a cer lace ivan endian ele dedi chspiecin ttle bien cnvte apes sais 15, 394, 000 

hatin dhe addicted dh ecco adic adil ais cah deck Scodmedicptatekteceealanenlcies eiveininies 3, 905, 250 

PAR ls 6 id citi Sabb bhibdtidneccnttintiidinbsmen mpg: 25, 700, 000 

Bi hiasinik ahcehdeeindn pcinidiannneditindunmdib hans ct capitate dma pumteps 20, 751, 000 

IV. Pending approval in the Bureau of the Budget___.__-___-_____ 12, 000, 000 

V. Pending Secretarial approval in OSD___-------------_-.-_-- 4, 000, 000 


The Emergency Fund was initiated at this level by the Committee 
last year. The Committee believes this method of financing certain 
new research projects has made the needed funds available without 
delay and at the same time saved millions of dollars that might have 
been wasted if appropriations had been made sufficient in the first 
instance to cover afl pomible contingencies. 
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TITLE V 


GENERAL PROVISIONS 


A number of general provisions applicable to the Department of 
Defense are contained in Title V of the bill, by far the majority of 
which are in repetition of provisions carried in the 1959 and previous 
year Department of Defense Appropriation Acts. Those few which 
differ, or are carried for the first time, are briefly identified below: 

Section 601: The daily rate payable to temporarily employed ex- 
perts or consultants, previously limited to $50, will increase to $56.56 
under basic statute (5 U.S.C. 55a) by virtue of the removal of the $50 
limitation phrase from this section. 

Section 603: A phrase authorizing instruction and training of 
civilian employees has been removed from this section, since such 
authorization is now incorporated in basic statute (Public Law 85- 
507). 

Section 607: This section includes a number of minor items pre- 
viously carried singly within various appropriation items. A phrase 
providing that the duties of librarian at the U.S. Military Academy 
may be persersnes! by a retired officer detailed on active duty, included 
in the budget language, has been deleted inasmuch as the present 
librarian is a civilian. 

Section 611: The dollar limitation on the amounts available from 
the proceeds of surplus materials has been removed as discussed pre- 
viously under Title II, Operation and Maintenance. 

Section 612: Provision is made for the operating costs of an air- 
borne alert, if found by the President to be necessary, as discussed in 
an earlier section of the report. The language proposed makes such 
costs excepted expenses under section 3732 of Revised Statutes, as 
amended (41 U.S.C. 11), which reads: 


No contract or purchase on behalf of the United States 
shall be made, unless the same is authorized by law or is 
under an appropriation adequate to its fulfillment, except 
in the Departments of the Army, Navy, and Air Force, for 
clothing, subsistence, forage, fuel, quarters, transportation, 
or medical and hospital supplies, which, however, shall not 
exceed the necessities of the current year. 


Section 613: The budget proposed language which would have had 
the effect of excluding the cost of commercial transportation to and 
in Alaska, in connection with commissary stores operations. The 
phrase “except Alaska” has been deleted from the language so as to 
place the service in the State of Alaska on a par with other States. 

The former section limiting the number of full-time graded civil- 
lan employees has been eliminated in the light of the action on the 
Operation and Maintenance appropriation items set forth under Title 

above. 

Section 623: The Committee has not approved the budget request 
to strike out certain restrictions on expenditures which have been 
carried in the Defense Appropriation Acts for many years. 
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Section 630: The proposal to remove the limitation on funds avail. 
able for legislative Haison activities has been denied, The limiting 
language is recommended at the amount of the budget estimate, 
$2,900,000. 

Section 631: As recommended by the Committee, this section con- 
tinues Section 634 of the current appropriation law relating to the 
funds available to the Military Air Transport Service which shall je 
available only for the procurement of commercial air transportation 
service. The Committee is concerned that the use of call contracts ig 
not proving sufficiently economical, and urges that firm price con- 
tracts be obtained for commercial service. 

Section 632: This new section, limiting funds available for vehicle 
hire, is discussed above under Title II, Operation and Maintenance, 


LIMITATIONS AND LEGISLATIVE PROVISIONS 


The following limitations and legislative provisions not heretofore 
carried in connection with any appropriation bill are recommended; 

On page 5, line 23, in connection with National Guard Personnel, 
Air Force: 


Provided, That obligations may be incurred under this 
appropriation without regard to section 107 of title 32, United 
States Code. 


On page 13, line 6, in connection with Operation and maintenance, 
Air Force: 


of which not to exceed $16,000,000 shall be available for the 
operation and maintenance of the Air Force Academy 


On page 14, line 16, in connection with Operation and Maintenance, 
Army National Guard: 


That of the amounts certified pursuant to section 1311 of 
the Supplemental Appropriation Act, 1955 (31 U.S.C. 200) 
as having been obligated under the appropriations for “Army 
National Guard”, 1958, and “Army National Guard”, 1959, 
such portions thereof as may be determined by the Secretary 
of Defense to have been obligated for operation and mainte- 
nance activities, may hereafter be accounted for under the 
headings “Operation and Maintenance, Army National 
Guard”, 1958, and “Operation and Maintenance, Army Na- 
tional Guard”, 1959, respectively. 


On page 16, line 4, in connection with Operation and Maintenance, 


Air National Guard: 


Provided further, That of the amounts certified pursuant 
to section 1311 of the Supplemental Appropriation Act, 
1955 (31 U.S.C. 200), as having been obligated under the ap- 
propriations for “Air National Guard,” 1958, and “Air Na- 
tional Guard,” 1959, such portions thereof as may be deter- 
mined by the Secretary of Defense to have been obligated 
for operation and maintenance activities, may hereafter be 
accounted for under the heading “Operation and mainte- 
nance, Air National Guard,” 1958, and “O peration and main- 
tenance, Air National Guard,” 1959, respectively. 


cr 





DEPARTMENT OF DEFENSE APPROPRIATIONS, 1960 


77 


On page 22, line 24, and on page 23, line 22, in connection with Air- 
eraft Procurement, Air Force, and Missile Procurement, Air Force: 


Provided, That during the current fiscal year there may be 
merged with this appropriation such amounts of the unobli- 
gated balances of appropriations previously granted for “Air- 
craft, missiles, and related procurement”, and “Procurement 
other than aircraft and missiles”, as the Secretary of Defense 
may determine to be necessary for the accomplishment of the 


programs for which this appropriation is made. 


On page 24, line 23, in connection with Other Procurement, 


Force : 


Provided, That during the current fiscal year there may be 
merged with this appropriation such amounts of unobligated 
balances of opprepraers previously granted for “Procure- 

? 


ment other than aircraft and missiles”, as the pr ee 


Defense may determine to be necessary for the accomplish- 
ment of the programs for which this appropriation is made: 
Provided further, That such amounts of unexpended bal- 
ances of the amounts certified pursuant to section 1311 of the 
Supplemental Appropriation Act, 1955 (31 U.S.C. 200) of 
the appropriations “Air National Guard”, 1958, and “Air Na- 
tional Guard”, 1959, as may be determined by the Secretary 
of Defense to have been made available for procurement 


activities shall be merged with this appropriation. 


Air 


On page 25, line 15, in connection with Construction of Ships, 


Military Sea Transportation Service, Department of Defense: 


The appropriation to the Department of Defense for “Con- 
struction of ships, Military Sea Transportation Service,” 


shall not be available for obligation after June 30, 1959. 


On page 26, line 3, page 26, line 16, and page 27, line 7, in con- 
nection with Research, Development, Test, and Evaluation, Army, 


Navy, and Air Force, respectively : 


Provided, That during the current fiscal year there may 
be merged with this appropriation such amounts of the unex- 
pended balances of appropriations heretofore made available 
for research, development, test, and evaluation, as the Secre- 
tary of Defense may determine to be necessary for the accom- 
plishment of the programs for which this appropriation is 


made. 
On page 35, line 10, in connection with General Provisions: 


Upon determination by the President that such action is 
necessary, the Secretary of Defense is authorized to provide 
for the cost of an airborne alert as an excepted expense in 
accordance with the provisions of R.S. 3732 (41 U.S.C. 11). 


On page 43, line 23, in connection with General Provisions: 


Sxe. 632. Not to exceed $7,000,000 of the funds made avail- 
able in this Act for the purpose shall be available for the hire 


of motor vehicles. 
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